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THE ARMS OF THE SOCIETY 


“"T°HE said Earl Marshal did by 
Warrant under his hand and seal. . 
authorise and direct Us to grant and 
assign such Arms and Crest . . . unto 
the Australian Society of Accountants 
. . to be borne and used for ever 
hereafter by the Society on seals or 
otherwise according to the Laws of 
Arms”. Thus states the Letters Patent of 
the Kings of Arms granting Armorial 
Bearings to the Society. We record this 
Grant with pride as an indication that the 
Society has reached a significant stage 
in its history. 

A facsimile of the Armorial Bearings 
appears in colour on the front cover of 
this issue of the journal, and a repro- 
duction of the Letters Patent (in which 
form notice of the Grant of Arms is 
officially conveyed) appears on the inside 
front cover. 


To understand the significance of a 
“Coat of Arms” it is necessary to turn 
back the pages of history. The word 
“arms” relates to their original use on 
defensive armour and “coats of arms” 
were embroidered on the surcoat or 
cCamise worn over the armour. They 
are thought to have come into use in 
England first in the reign of Henry II 
and Richard I Coeur de Lion (twelfth 
century). 


As long as knights were encased in 


The Australian Accountant, January, 1959 


plate from top to toe, coats of arms were 
the only sure means of identification 
and evidence of standing of the bearer. 
They became identified with their fame, 
eventually became hereditary and were 
subject to rules of descent and of honour 
and also to the laws of property. 


They came rapidly into use in the 
thirteenth century, fostered by the diver- 
sions of the tournament, and were then 
mainly displayed on the shield, this being, 
of course, the most obvious piece of the 
defensive armour. They were, however, 
also displayed upon the breastplate, the 
surcoat and the housings of horses. 
They even came to be painted, enamelled 
and embroidered upon personal orna- 
ments, furniture and weapons. 


The whole of the heraldry of the king- 
dom was not placed under specific 
control until the reign of Richard III, 
when the heralds were incorporated into 
a College of Arms under the presidency 
of the Earl Marshal. At the institution 
of the College its designated officers 
were three Kings of Arms and four 
Pursuivants. It became the duty of the 
new incorporation to take note of all 
existing Arms and to allow none with- 
out authority. This remains its duty to 
the present day, when the use of Arms 
has extended to Canada, Australia and 
elsewhere. 








“Coats of Arms” are no longer re- 
stricted to individuals, having been on 
occasion conferred on cities and other 
municipal corporations, on business 
organisations and on professional bodies 
such as the Australian Society of Ac- 
countants. But the College of Arms will 
not make a Grant without satisfying 
itself as to the standing and importance 
of the applicant, so that the Grant to 
the Society can be taken as evidence 
that it has satisfied the tests of the 
College. 


The Armorial Bearings are described 
in the Letters Patent as “Azure a Fesse 
enhanced and in base a Pale Argent 
over all a representation of the Southern 
Cross counterchanged And for the Crest 
on a Wreath of the Colours Five Books 
erect proper”. 


The Journal Progresses 


IS issue of The Australian Accoun- 

tant marks the use of a better quality 

paper, and the type face in which the 

greater part of the journal is set has 
been changed to Times Roman. 


The new paper is a recent addition 
to the variety of paper being produced 
by Australian mills. It has a high degree 
of whiteness, maximum opacity for its 
weight and its smoother finish provides 
a much better medium for the printing 
of half-tone illustrations. 

In changing to Times Roman as its 
standard type face, The Australian Ac- 


In the course of arriving at a suitable 
design for the Armorial Bearings, con- 
siderable thought was given to the com- 
ponents which were ultimately incorpor- 
ated into the design so that they would 
be symbolic of the accounting profession 
in Australia and at the same time con- 
form with the standards laid down by 
the College of Arms. The accounting 
motif was found in the white T on the 
blue background of the conventional 
Shield and by the use of the five books 
which surmount the wreath resting on 
the Helmet. The T represents a double- 
sided account and is significant of double 
entry bookkeeping. Australia’s location 
in the southern hemisphere is indicated 
by the Southern Cross. The ethical ideals 
of the Society are expressed succinctly 
by the word “Integrity” which traverses 
the ribbon at the foot of the Bearings. 


countant is following the example of 
many leading journals in various parts 
of the world. Times Roman takes its 
name from the fact that some years ago 
it was created by The Times London for 
its exclusive use. 


Later this outstanding type face de- 
sign was released by The Times for 
general use and it has won world acclaim 
for its clarity and readability. The adop- 
tion of this scientifically designed type 
face and the new Australian paper for 
The Australian Accountant provides 
readers with a journal of maximum 
legibility. 
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THE VICTORIAN COMPANIES ACT 1958 


A review of various provisions of The Victorian Companies Act 


1958, prepared by L. C. VOUMARD, B.a., 


LL.B., Legal Editor of 


“The Australian Accountant’. 


HE Victorian Companies Act 1958 

has been passed and has received 
Royal assent, but at time of going to 
press it had not been proclaimed. How- 
ever, it is believed that a summary of the 
more important changes which it effects 
as regards formation and administration 
of limited companies will be of very great 
interest to many readers of this journal. 

The 1938 enactment of nearly 600 
sections and 33 schedules, as amended 
by subsequent Acts up to that of 1956, 
has been greatly reduced in size, the new 
Act containing only 308 sections and 
12 schedules. This reduction in size 


has been brought about in three main 
ways. Firstly, Part II, of the 1938 Act 
(dealing with no-liability companies) has 
been almost completely eliminated, no- 
liability companies now being governed, 


with a few exceptions, by the provisions 
applicable to normal limited liability 
companies. Secondly, the mass of pro- 
visions in Part III, of the 1938 Act 
(dealing with life assurance companies), 
has been omitted, as the Commonwealth 
Life Insurance Act covers this field quite 
adequately. Thirdly, the provisions of 
the 1938 Act relating to winding up 
subject to supervision have not been re- 
produced, as they did not serve any 
useful purpose, anyway, and were vir- 
tually a dead letter. 

Coupled with this elimination of dead 
matter, and the substantial incorporation 
of no-liability companies into the general 
framework, there has been a rearrange- 
ment of the Act, which is described in 
the Explanatory Memorandum to the 
Bill as a logical one which follows the 
life of a company from its incorporation 
to its dissolution in the normal stages. 
As an instance of the “streamlining” 
adopted, reference might be made to 
Section 3—the interpretation section— 
in which are now gathered definitions 
which formerly were scattered through- 
out the legislation. 
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It is not only the provisions of the 
legislation which have been streamlined 
and simplified; the administration of the 
Act has been simplified, too, and made 
more efficient. This is achieved by 
Section 4, providing for a Registrar of 
Companies, although that official will 
still be primarily a registering officer; he 
will not occupy a position or perform 
function analogous to those of the 
English Board of Trade. After this in- 
troduction, we can turn to some of the 
new provisions. 


Bound Books or Loose-leaf Folders: 

It is no longer necessary to keep minutes, 
etc., in bound books, for by Section 3 (3) (a) 
any register, index, minute book or book of 
account may be kept by making entries in 
bound books or by recording the matters in 
question in any other manner—which would 
include loose-leaf folders, cards, and the like. 
But, unless a bound book is used, reasonable 
precautions must be taken to guard against 
falsification of any entry, and to facilitate its 
discovery (Sec. 3 (3) (b)). Penalties are 
provided for default. By analogy, from what 
is provided in the Companies Acts of some 
other States, it is suggested that “reasonable 
precautions” would be taken by, say, number- 
ing each losse leaf consecutively, and having 
each leaf (in the case of minutes, anyway) 
signed by the chairman and countersigned by 
the secretary. 


Audit and Auditor: 

The existing exemption of proprietary com- 
panies from compulsory audit is continued, 
and no proprietary company is bound to 
appoint an auditor unless— 


(a) A is a subsidiary of a public company, 


(b) in than fifty per cent. of the paid up 
value of its issued capital is beneficially 
held, directly or indirectly, by two or 
more public companies (Sec. 135). 


Of course, there is nothing to say that a 
proprietary company may not voluntarily 
appoint an auditor, although no one is eligible 
to act as auditor of any company—public, 
proprietary, no-liability or otherwise—unless 
he is registered as a company auditor. A 
reconstituted Companies’ Auditors’ Board is 
set up to control such registrations. The 
Board is to consist of a legal practitioner as 
chairman, and two other members, one nomi- 
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nated by the Victorian Division of the Aus- 
tralian Society of Accountants, and one by the 
Victorian Council of the Institute of Chartered 
Accountants in Australia. The Board will in 
rare cases have the right to conduct examina- 
tions, but it will not normally be necessary 
to take a Board examination to obtain regis- 
tration, as registration will be granted to— 

(a) persons already licensed as company audi- 


tors, 

(b) members of either of the two accountancy 
bodies mentioned, 

(c) commerce graduates of Melbourne Uni- 
versity (who have majored in account- 


ing), 
(d) holders of the certificate in accountancy 
of Royal Melbourne Technical College. 

An annual registration is necessary (and 
a fee is payable), each year’s registration being 
current to 31 March (Sec. 5). 

The existing list of disqualifications from 
appointment as auditor of a public company 
is substantially unchanged, except that Sec. 
5 (3) (b) (ii) disqualifies also an employer 
or any officer or employee of the company. 
A firm is also qualified for appointment so 
long as all the partners are qualified. 


Incorporation: 

So far as public companies are concerned, 
this will be effected as hitherto. But with 
a proprietary company, it is no longer neces- 
sary to give notice of intention to apply for 
a certificate of incorporation; such a company 
may now be incorporated in precisely the 
same way as a public company (with a mini- 
mum of two subscribers, however, rather than 
five). This change will put an end to the 
practice, designed to avoid advertising notice 
of intention, etc., of registering initially as 
a public company and then converting (Sec. 
12 et. seq.). 


Proprietary Companies: 

The memorandum will still have to include 
the “restricting, limiting and prohibiting” 
clauses, but Sect. 13 makes two changes. 

(a) In connection with the maximum of fifty 
members, present or former employees 
of the company or of its subsidiaries 
are not taken into account. 

(b) If it is desired to alter the clause restrict- 
ing the right to transfer shares, all that 
is required is a special resolution; the 
present cumbersome procedure of con- 
verting to a public company and then 
reconverting to a proprietary company 
with an altered restriction will no longer 
have to be availed of. 


Memorandum: 
(a) Contents. 

The requirement as to the contents of this 
document are more or less the same as under 
the 1938 Act (Sec. 15), but there is an 
important addition. In the Third Schedule 
to the Act are set out a large number of 
objects and powers (“incidental and ancillary 
objects and powers”, as they are styled), and 
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these are, by Sec. 15 (3) automatically in- 
corporated in the objects of a company in- 
corporated under the 1958 Act unless the 
company’s memorandum should _ expressly 
modify or exclude them. This should have 
the result of substantially reducing the length 
of the so-called “objects clause” in the memo- 
randum. In adopting this approach, rather 
than the alternative of abolishing the doctrine 
of ultra vires‘ as applied to companies, the 
legislation has followed what has been done 
in South Australia and Western Australia. 

(b) Alterations: 

(i) A company’s name can now be changed 
by special resolution (extraordinary reso- 
lutions seem no longer to be provided 
for) and with the approval of the 
Registrar (Sec. 18). 

(ii) The existing practice in relation to altera- 
tion of objects is changed. All that is 
required is a special resolution. No 
longer is it necessary for the company 
to apply for the alteration to be con- 
firmed by the court, but notice of in- 
tention to propose the resolution must 
be given by post to all members and 
trustees for debenture holders (if any, 
otherwise to all debenture holders whose 
names, etc., are known to the company), 
and within 21 days of the passing of 
the resolution specified proportions of 
objecting members and debenture holders 
may go to the court, seeking cancella- 
tion of the alteration, if they feel the 
alteration will prejudice them (Sec. 23). 
Where there are no objectors, the altera- 
tion will thus be a simple matter. 

(iii) Changes in capital. The only change 
here is in relation to reduction of capital, 
the existing provision requiring the sepa- 
rate consent of preference shareholders 
on a reduction of preference capital 
being omitted (Sec. 53). The reason 
for this omission lies in the new pro- 
visions of Secs. 54 and 94, dealt with 
later. 


Articles: 

No great change is made here, except that 
Table A has been redrawn, and now appears 
in the Fourth Schedule. A table for adoption 
by a no-liability company also appears in 
that Schedule. The adoption of Table A 
remains optional (Sec. 25). A point worth 
noting is that a company whose articles in- 
clude, in whole or in part, Table A of the 
1938 Act, will continue to be governed by 
wy A rather than the new one (Sec. 

(3)). 

Alterations to articles will continue to be 
effected as hitherto, but Sec. 26, dealing with 
this, does not reproduce Sec. 10 (3) of the 
1938 Act. This sub-section gave protection 


to the rights of preference shareholders, but 
new provisions in Secs. 54 and 94 confer 
adequate protection, not only on preference 
shareholders, but on holders of other classes 
of shares as well. 
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Legal Minimum of Members: 

Apart from increased penalties, the real 
change here is the recognition of, literally, 
a wholly-owned subsidiary. Where a public 
holding company holds all the shares of a 
proprietary subsidiary company, that subsidiary 
may lawfully operate with only the one mem- 
ber (Sec. 31). 


Commencement of Business: 

Sec. 33 is almost identical with the 1938 
Sec. 94, but adds a further requirement for 
a company which has promised in its pros- 
pectus to obtain Stock Exchange listing. In 
such circumstances listing must be obtained 
before the “Trading certificate” will issue. 


“Terms, Deposits”, etc.: 

The prevailing practice of inserting in the 
press advertisements for money is severely 
curtailed. The effect of Sec. 36 is to prohibit 
any invitation to the public to deposit money 
with the company unless a debenture is in- 
tended to be (and is) issued—and this, of 
course, requires a prospectus. Banking com- 
panies are exempted from this provision. 


Prospectuses: 

(Secs. 37-45) On the whole, tie position 
is not greatly altered. Probabl: the most 
important change is in Sec. 37, which strictly 
limits what information may be contained in 
an advertisement of a prospectus. 


Return as to Allotments: 
It is no longer necessary to show the oc- 
cupations of allottees (Sec. 46). 


Share Premium: 

Sec. 50 departs very substantially from the 
1938 provision. It requires that a premium 
may be received otherwise than in cash, and 
requires the share premium account to be 
treated as paid up capital. However, it does 
permit the amount of that account to be 
applied to pay up, in whole or in part, a 
bonus issue, or to be applied against uncalled 
capital or to write off preliminary expenses, 
etc., but otherwise it is no longer permissible 
to distribute the premium as dividend. 


Rights of Holders of Classes of Shares: 

In the 1938 Act, the rights of preference 
shareholders were required to be set out in 
the memorandum or articles, and special pro- 
vision was made in-Sections 10 (3), 55 (1) 
and 61 to protect them against arbitrary varia- 


tion of their rights. But no special provision 
was made for the protection of other classes 
uf shareholders. 

The new Act makes important changes in 
this respect. The rights of preference share- 
holders must still be set out in the memoran- 
dum or articles (Sec. 55), but special pro- 
vision is made in Sec. 54 for the protection 
of the rights of holders of any classes of 
shares. The effect is that if the capital is 
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divided into different classes of shares, and 
the memorandum or articles authorise the 
variation of the rights attaching to any class 
if a specified proportion of the holders 
affected consent to it, objectors (the holders 
of at least 15 per cent. of the issued shares 
of the class concerned) can go to the court 
to have a variation effected under that 
authority cancelled. This section should be 
of considerable utility. 


Trustees for Debenture Holders: 


Section 62, while otherwise reproducing the 
1938 provision, gives further power to trustees. 
Formerly, they had such rights to receive in- 
formation relating to accounts as did members 
of the company; now, their powers in this 
regard are equated to those of directors. 


Unit Trusts, etc.: 

Section 63 is much the same as Sec. 10 of 
the 1955 Act, but does make some changes. 
It curtails the voting rights of the manage- 
ment company in certain regards, and also 
requires the management company, upon re- 
quest, to give certain additional information 
to unit holders. 


Shares: 

The existing provision is retained, with one 
addition—namely, shares need not have a 
distinguishing number if the certificates them- 
selves are distinguished by an appropriate 
number, and the register of members records 
the number of the certificate evidencing the 
member's holding (Sec. 65) 

Other minor changes are made regarding 
the information to be shown on a share cer- 
tificate (Sec. 66 no longer requires a state- 
ment of the registered capital); and there 
is some relaxation of the requirements re- 
garding newspaper advertisements in reference 
to lost certificates (Sec. 66 (3)). 


Certification of Transfers: 

In the matter of certification of transfers 
(of shares or debentures) Sec. 70 introduces 
a provision new to Victoria. Subject to 
certain protective clauses, it gives legal sanc- 
tion to the practice of marking transfers “cer- 
tificate lodged”, and the like. Any such 
certification is a representation by the com- 
pany to anyone acting on the faith of it that 
the company has had produced to it docu- 
ments showing a prima facie title to the 
shares, etc., referred to in the transfer, but 
not that the transferor has any title to shares 
or debentures. If a company negligently or 
fraudulently gives a certification it is liable 
to people acting on the faith of it. The 
company is given power to limit the period 
during which the certification is to operate. 


Issue of Certificates: 

Certificates must now be available within 
one month of transfer; not two months as 
hitherto (Sec. 71). Otherwise the position 
is unchanged. 





Charges: 

There are two changes here. Firstly, the 
previous provisions relating to advertisements 
of notice of intention to register charges have 
been omitted, and, secondiy, charges over 
aircraft may now be registered (Sec. 72). 


Arrangements and Compromises: 


Sections 89-93 contain provisions similar 
to those to be found in the present Sections 
153-155, but with some additions. Thus, Sec. 
90 (6)—a provision new to Victoria—confers 
upon the court power to restrain proceedings 
in certain cases, and, more important, Sec. 91 
requires directors to disclose to members and 
creditors any material interest they themselves 
have in the scheme being proposed and gener- 
ally to explain the effect of the compromise or 
arrangement. Further, Sec. 93 (dealing with 
compulsory acquisition of shares) has been re- 
drawn and made more practical. 


Oppression of Minority: 


Sec. 94 introduces, for the first time in 
Victoria, a right to a minority shareholder to 
apply to the court for relief against “oppres- 
sion”. If he complains that the affairs of 
the company are being conducted in a manner 
oppressive to some part of the members, in- 
cluding himself, he may in certain circum- 
stances apply to the court for relief. The court 
has a wide discretion to make an appropriate 
order. 


The explanatory memorandum expresses the 
view that this section “should be very valuable 
in protecting the interests of minorities, par- 
ticularly in relation to disputes that some- 
times | occur in the family proprietary com- 
pany”. (For a case involving the correspond- 
ing English provision, readers are referred 
to Scottish Co-operative Wholesale Society 
Lid. v. Meyer (1958) 3 All E.R. 66 discussed 
in the December, 1958, issue of this journal. 


Registered Office: 

The important change effected by Sec. 95 
is that the registered office must be accessible 
to the public for not less than three hours 
each day “Saturdays, Sundays and holidays 
excepted” between 9 a.m. and 5 p.m. The 
reference to “holidays” suggests that the 
office can be closed during periods of complete 
shutdown, but otherwise it must be open for 
a minimum period every business day. 

The same section also contains a general 
stipulation regarding availability of books, etc., 
for inspection; when inspection is permitted, 
the relevant books, etc., must be available at 
all times during which the office is accessible 
to the public. 


Directors: 

Several important changes in connection 
with directors and officers have been made. 
(a) The minimum number of directors is two 

for a public company and one for a 
proprietary company, and at least one 


director of every company must be a 
natural person normally residing in Aus- 
tralia (Sec. 97). 

Every application for registration of the 
memorandum or articles must be accom- 
panied by a list of persons who have 
consented to be directors of the com- 
pany concerned (Sec. 98 (4)). 


(c) Appointments of directors of a _ public 
company, if being voted on at a general 
meeting, must be voted on individually 
unless the meeting _ \.  emamand re- 
solves otherwise (Sec. 101). 

A public company may os ordinary reso- 
lution remove a director at any time 
(without prejudice tc any right he may 
have for breach of contract), with a 
safeguard in the case of a director ap- 
pointed to represent a particular class of 
shareholders or debenture holders (Sec. 
103). A director may not be removed 
from office merely by his fellow directors 
(Sub-section 7). But when the company 
does propose to remove a director in 
accordance with this power, “special 
notice” of the resolution must be given 
and by Sec. 120 this irvolves that notice 
of intention to move the resolution is 
to be given to the company not less than 
28 days before the meeting—and the 
company must give notice of it to its 
members not less than fourteen days be- 
fore the meeting—and a copy must be 
given to the director affected, who has 
a right to be heard on the matter, and 
to make representations. 

A little guidance on the difficult question 
of what constitutes an “interest” which 
a director is bound to declare (cf. Sec. 
149 of the 1938 Act) is found in Sec. 
106, whereby a director is required to 
declare his interest in contracts. A pro- 
viso of Sub-section 1 (a) exempts a 
director from a need to declare his 
interest where that interest consists merely 
in being a member or creditor of a 
company—party to the contract if the 
interest may properly be regarded as 
not material. 

(f) Sec. 107, believed to a completely novel 
provision in company legislation, _ sets 
out the duty of a director and of officers 
of a company. It requires a director 
at all times to act honestly and to use 
reasonable diligence in discharging his 
duties, and provides that any officer of 
the company shall not make use of any 
information he acquires by virtue of his 
position as an officer to gain an improper 
advantage for himself or to cause detri- 
ment to the company. Penalties are 
provided for breach, but they do not 
prejudice any civil remedies exerciseable 
against an offending director or officer. 

As pointed out in the explanatory mem- 
orandum to the Bill, this requirement 
is largely declaratory of the existing law, 
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“but it is believed that a restatement of 
the principles of honesty and good faith 
that should govern directors’ conduct, 
clearly set out in the Act, will be an 
effective deterrent to misconduct and will 
free the courts from the technicalities of 
the existing law in dealing with all forms 
of dishonesty and impropriety by direc- 
tors” 

(g) Sec. 108 rather “tightens up” the 1938 
provisions as to payments to directors 
for loss of office, etc. 


Secretary: 

Every company must have one or more 
secretaries, each to be a natural person, and 
one at least to be a person normally residing 
in Victoria. A sole director of a proprietary 
company may not be or act as secretary (Sec. 
110). 


Register of Directors: 

The 1938 provisions are largely retained, 
but with one important addition and one 
minor omission. The former is this. The 
register (and the return) of directors, must 
show each director’s business occupation (if 
any) and particulars of any other director- 
ships of public companies or companies which 
are subsidiaries of public companies held by 
him (Sec. 112). 

The annual return must contain the like 
information (Sec. 132 and Eighth Schedule). 

The minor omission is that no longer is 


it necessary to show each director’s nationality. 


Meetings: 
Several of the changes made in respect of 
meetings are listed below. 
(a) Statutory meeting. No-liability companies 
must now hold such a meeting (Sec. 113). 
(b) Annual general meeting. The existing 
provisions have been redrawn to avoid 
the difficulty of deciding which of two 
or more general meetings in a year is 
the annual general meeting (Sec. 114). 
Extraordinary general meeting. Sec. 115 
substantially reproduces the former pro- 
vision, but requires directors to convene 
a meeting, when requisitioned to do so, 
to be held “as soon as practicable”, and 
in no event more than three months after 
receipt of the requisition. 
Calling of meetings. Except for a special 
resolution, written notice of not less 
than seven days or such longer period 
as is provided in the articles, must be 
given (Sec. 116 (2)). Despite this, how- 
ever, a meeting may be duly called by 
shorter notice if so agreed. 
(i) in the case of an annual general 
meeting, by all members entitled to 
_ attend and vote, and 
(ii) in any other case, by a majority in 
number of members entitled to at- 
tend and vote, so long as they com- 
mand 95 per cent. of the total voting 
power (Sec. 116 (3)). 
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It is no longer necessary to include in 

the articles an article validating a meet- 
ing despite accidental failure to give 
notice to a member; this is now a statu- 
tory provision (Sec. 116 (5)). 
Voting. On a poll, a person need not 
cast all his votes, nor need all the 
votes he uses be cast the same way (Sec. 
117 (2)). This, according to the ex- 
planatory memorandum, is “designed to 
clarify the position of a trustee or 
nominee who may hold shares in two 
different interests where the different in- 
terests may wish to exercise their voting 
rights in different ways”. 

(f) Wholly owned subsidiaries. Special pro- 
vision is made for these. Where all the 
capital is held by a public holding com- 
pany (and this is permitted now—Sec. 
31 (supra), a minute signed by the 
authorised representative of the parent 
company and containing a record of all 
things or resolutions required to be done 
or passed at a meeting of the subsidiary 
will be a_ sufficient substitute for the 
meeting (Sec. 117 (4)). 

(g) There is now a statutory right to appoint 
a proxy in certain cases (Sec. 117 (5)). 


Resolutions: 

Extraordinary resolutions are no longer pro- 
vided for. A special resolution is the same 
as hitherto, save that shorter notice than 21 
days is permitted with the consent of a 
majority in number of members commanding 
not less than 95 per cent. of the total voting 
rights (Sec. 119). 


Register of Members: 

Sections 125-131 govern this matter, and 
effect some changes. All companies other 
than mutual life assurance companies limited 
by guarantee (which are effectively controlled 
in this regard by Commonwealth legislation) 
must maintain a register. But records need 
not be kept of persons who ceased to be 
members more than fifteen years ago, and 
the names and particulars of past members 
may be kept separately. The register need 
not be kept at the registered office; subject 
to notification to the Registrar of the place 
where it is kept and of the times at which 
it is accessible to the public, and provided it 
is kept somewhere within Victoria, it may be 
kept, e.g., in the office of the person who does 
the work of maintaining it. 

Some changes are made in the provisions 
regulating inspection and closing of the regis- 
ter, and a further relaxation of the prohibition 
against entering trusts on the register is made 
in Sec. 130, which provides (Sub-section (3)) 
that shares held by a trustee in respect of 
a particular trust may, with the consent of 
the company, be marked in the register in 
such a way as to identify them as being held 
in respect of such trust. 

It is no longer necessary for articles to 
authorise the keeping of a branch register. 














Annual Return: 


The principal changes in requirements as 
to the contents of this return and documents 
to accompany it are two. Except in the 
case of a proprietary company, it must be 
accompanied by a balance sheet and a profit 
and loss account (Part 11 of Eighth Schedule), 
and in every case it must be accompanied by 
a certificate saying whether or not the com- 
pany has complied with the provisions of 
the Act (Sections 152-155) relating to un- 
claimed monies. 

An important—and labour saving—provision 
is contained in Sec. 134. It exempts a public 
company from supplying, with its annual re- 
turn, lists of members and details of share 
transfers if its registered office is within 3 
miles of the G.P.O., its share register is 
kept at its registered office, and it has more 
than 3,000 members. 


Accounts and Audit: 


(Sections 135-142). There are several altera- 
tions here, and the following summary may 
be taken as a reasonably accurate description 
of the position. 

(a) Every company must keep proper “ac- 
counting and other records”, in the English 
language, such as will permit of the pre- 
paration of “true and fair” profit and 
loss accounts and balance sheets. The re- 
cords are to be kept “in such manner as 
to enable them to be conveniently and 
properly audited”, and must be retained 
for seven years. A director may have 
the accounts, etc., inspected on his behalf 
136) registered company auditor (Sec. 


Subject to (a) above, a proprietary com- 
pany retains its existing exemptions as 
to accounts and audit (Sec. 308 (1)) 
except that if it does appoint an auditor 
he must be a registered company auditor 
(Sec. 5 (3) (a)). However, a proprietary 
subsidiary of a public company is subject 
to compulsory audit (Sec. 141 (1)). 
Balance sheets and profit and loss ac- 
counts of public companies must be laid 
before the company in general meeting, 
together with the directors’ report, direc- 
tors’ certificates, and secretary’s declara- 
tion (Sec. 137). This is no great change 
from the existing position, except that 
(i) the contents of the accounts are 
prescribed by the Ninth Schedule, 
and are not set out in the body of 
the Act; 
(ii) the overriding requirement is that 
the accounts so presented must give 
a true and fair view, and 
(iii) Banking companies are exempted 
from compliance with the Ninth 
Schedule because of the operation 
of Commonwealth legislation, and 
some exemption is also granted to 


(b 


— 


~ 


(c 


companies registered under the Com- 

_— Life Insurance Act 1945- 

(d) The Ninth Schedule makes relatively few 
additions to the contents of published 
statements. New items now required to 
be shown in the profit and loss account 
are the amount of interest on the com- 
pany’s debentures and other fixed loans; 
amounts provided for redemption of share 
capital and of loans; the aggregate amount 
of dividends paid and proposed; and 
the total amount paid to the auditors 
as remuneration for their services whether 
for auditing or otherwise, inclusive of 
all fees, percentages or other emoluments 
paid to or receivable by or from the 
company or any subsidiary. In this con- 
nection—and it applies also to amounts 
paid to directors—“the word emoluments” 
is defined to include fees, percentages and 
other payments made or consideration 
given directly or indirectly to a director 
or auditor of the company or of any 
holding company or subsidiary company, 
whether as a director or auditor or other 
wise in connection with the affairs of 
such company, and the money value of 
any allowances or perquisites, (The de- 
termination of the money value of some 
perquisites could provoke some _enter- 
taining problems!) Salaries of full time 
working directors do not, however, have 
to be disclosed in the profit and loss 
account, although a specified proportion 
of members may require a_ statement 
showing the amount of such salaries. 

As to the balance sheet, certain addi- 
tional items are now to be shown sepa- 
rately, too. These relate to such things 
as the rates and kinds of dividend on 
other than ordinary shares (by way of 
note), unissued shares under option, and 
bank loans and overdrafts. There is 
also a stipulation as to classification which 
seems new. The balance sheet must 
show “the reserves provisions liabilities 
fixed assets and current assets classified 
separately under headings appropriate to 
the company’s business, stating the method 
used to arrive at the amount or value 
of assets under each heading”, but with 
certain exceptions. 

A general requirement as to both the 
profit and loss account and balance sheet 
is that if these statements are made up 
in non-Australian currency, there must 
be a statement of the currency in which 
they are made up; and the basis of con- 
version (if there is a conversion) of non- 
Australian to Australian currency must 
be stated. 

There seems to be no change from 
the existing provision as regards the 
accounts of holding companies, nor is 
there any alteration of substance in the 
definition of “subsidiary company”, which 
is contained in Sec. 3 (4). 
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No doubt there are several aspects of 
the new requirements as to the contents 
of accounts which deserve an extensive 
discussion, but I shall not attempt it— 
that is a matter for the experts! 


Public companies must send copies of 
the balance sheet, profit and loss ac- 
count, auditors’ report, directors’ report, 
etc., to all persons entitled to receive 
notice of general meetings (and this 
includes the auditor—Sec. 142 (5)). 
Other members, and debenture holders, 
are entitled to receive copies on demand. 
The currents requirement, however, as to 
posting up copies in the registered office 
is omitted (Sec. 139). 


Members of a proprietary company are 
given rather more extensive rights to 
demand copies of accounts. They can 
obtain a copy of the last profit and loss 
account and balance sheet for no charge, 
and a copy of any other such statements 
prepared during the last five years for a 
digg not sepueens 2/- for every 100 words 
(Sec. 


For purposes of the accounts and audit 
provisions, a non-subsidiary proprietary 
company is treated as a public company 
if more than 50% of the paid up value 
of its issued capital is beneficially held 
by two or more public companies (Sec. 
135). This is intended to prevent a 
simple evasion of the requirements as 
to disclosure of accounts of subsidiary 
companies of public holding companies, 
because at present if a proprietary com- 
pany is jointly owned by two or more 
public companies it is a subsidiary of 
neither, and thus need not disclose any- 
thing except to ifs own members. 


The position with regard to appointment 
and duties of auditors is not changed 
greatly, but 


(i) they are given a statutory right not 
only to attend, but also to receive 
notices of general meetings (Sec. 154 
(5)); and 


(ii) the contents of their report are 
simplified (Sec. 142 (1) and (2)). If 
all is in order, the auditor’s report 
will simply state that he has examined 
the accounts, etc., and that in his 
opinion the profit and loss account 
and balance sheet “are properly 
drawn up in accordance with the 
Act so as to give a true and fair 
view”, etc. Several specific matters 
are listed in Sec. 142 (2) upon 
which he is not, however, obliged 
to report unless there is some failure 
or shortcoming in respect of any 
of them. 


(i) The existing provisions relating to pri- 
vate balance sheets have been omitted. 
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(j) Sec. 141 allows directors, if so authorised 
at the last preceding annual general meet- 
ing, to fix the auditor’s fees. 


Inspection: 

(Sections 143-151). These sections follow 
much the same pattern as the 1938 and 1955 
Acts, but also embody the substance of the 
Companies (Special Investigation) Act of 1940. 
A new provision, however (Sec. 144 (6)), em- 
powers the Attorney-General in certain cir- 
cumstances to bring proceedings (e.g., for 
recovery of damages in respect of fraud in 
the promotion or management of the com- 
pany) in the name of the company. 


Unclaimed Moneys: 


(Sections 152-155.) Although similar in 
substance to the present Part V, these provi- 
sions have been simplified. In place of the 
present (and possibly ambiguous) definition of 
“Unclaimed Moneys”, the new definition refers 
only to statute barred debts. The duties of 
companies are unchanged, save that “March” 
is substituted for “January” as the month in 
which to enter unclaimed moneys in the 
register. 


Winding Up: 

A detailed consideration of the changes 
introduced here, it is thought, may be de- 
ferred because they are of rather less interest 
to readers of this journal. Consequently, 
it is enough to point out two major changes 
and to leave it at that. Winding up subject 
to supervision no longer exists, and the bank- 
ruptcy rules are now made applicable to the 
winding up of insolvent companies. In other 
respects, the present pattern is retained, al- 
though there have been several changes. 


A Caution: 


It must be remembered that the changes 
effected by the new Act are not yet effective, 
for the very good reason that the Act is 
not yet in operation. Consequently, the fore- 
going summary should be treated as a de- 
scription of some of the changes which will 
apply in due course. 


Care should be taken, too, to guard against 
the assumption that what I have written con- 
stitutes a complete description of the new 
Act. Plainly it does no such thing. Many 
parts have not been touched upon, and even 
in those parts which have been dealt with 
here, several changes have been ignored— 
some deliberately; others, no doubt, inadver- 
tently. My object has been merely to acquaint 
readers with several of the alterations which 
the 1958 Act makes as regards the formation 
and administration of the normal, local, 
limited liability company. Anything beyond 
this would have been far too ambitious. 











AWARD FOR SALVAGE 


The English High Court dis- 
agreed with an earlier decision that 
the liability for taxation should be 
taken into account when determin- 
ing the amount of a salvage award. 


In the December 1957 issue of The 
Australian Accountant, the case of Tan- 
talus (Owners, Master and Crew) v. 
Telemachus (Owners) (1957) 1 All E.R. 
72 was discussed. It was there decided 
by the English High Court that in assess- 
ing an award for salvage payable to the 
master and European members of the 
crew of a vessel which had performed 
salvage operations, the fact that tax 
would be payable on the amounts which 
may be received was taken into account, 
and the award was consequently larger 
than it would have been if the tax 
element had been disregarded. 


A similar question was considered in 
the case of Island Tug and Barge 
Limited v. Owners of the s.s. Makedonia 
(1958) 1 All E.R. 236. The Makedonian, 
on the way from Japan to Vancouver, 
struck trouble with its propeller, and 
wirelessed to the Island Tug and Barge 
Limited for help. The Sudbury, which 
maintained a salvage service, answered 
the call, and towed the Makedonia to 
Vancouver. 


The salvors were awarded an addi- 
tional £15,000 as a contribution towards 
the tax payable by them on the salvage 
award, which amounted to £60,000. 


Pilcher J. disagreed with the decision 
in the Telemachus case. ‘Is it proper in 
law’, he said ‘for courts or arbitrators 
when assessing the amount of salvage to 
be awarded to the owners of a salvage 
vessel, after arriving at an appropriate 
sum, to add to such sum a further sum 
on account of the tax which the salvors 
will have to pay under the fiscal laws 
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NOTES ON SELECTED TAX CASES 


By D. C. WILKINS, B.coM., A.A.S.A. 





to which the company is subject, on the 
profit shown on the particular service?” 


It was suggested, in effect, that an 
increase in the award to take account of 
the tax liability was equivalent to off- 
loading all or some of that liability on 
to the shoulders of the owners of the 
salved property. 


The Telemachus case had applied the 
principle enunciated in British Trans- 
port Commissioners v. Gourley (1955) 
3 All E.R. 796. In that case, it was 
decided that in awarding damages for 
incapacity due to injury caused by the 
wrongful act of another, where those 
damages are not subject to tax, the award 
should have regard not to the gross sum 
which the injured person has been pre- 
vented from earning during the period 
of his incapacity, but to the net amount 
which would have remained in his hands 
after he had paid tax at the appropriate 
rate during that period. Lord Reid (at 
p- 808) said “A successful plaintiff is 
entitled to have awarded to him such a 
sum as will so far as possible make good 
to him the financial loss which he has 
suffered and will probably suffer as a 
result of the wrong done to him for 
which the defendant is responsible.” 
Thus, in the Gourley case, the injured 
party was awarded an approximation of 
the net sum which he would have re- 
tained, after paying tax at a high rate, 
had he not been incapacitated. 


In the present case, therefore, Pilcher 
J. concluded that the Gourley decision 
was not justification for the view that a 
salver who is generously rewarded for 
the work which he has performed should 
have the award further increased to 
“indemnify him wholly or in part for the 
fact that the fiscal law to which he is 
subject requires him to pay tax on the 
profit element in his salvage award.” 
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INITIAL REPAIRS 


The decision in the Law Shipping 
Case was applied to disallow the 
cost of repairs made to a rented 
property in the year of acquisition. 


The decision of the Board of Review 
in 7 C.T.B.R. (N.S.) Case 93 was a 
familiar application of the decision in 
Law Shipping Co. Ltd. v. Commissioners 
of Inland Revenue (1923) 12 T.C. 621. 
The taxpayer had inherited a tenanted 
two-storey house in a Sydney suburb, 
which was 80-100 years old and in a bad 
state of repair. During the year in which 
he was left in possession of the property, 
repairs were effected to roof, guttering 
and water service. 


The chairman and one member of the 
Board stated that as the defects which 
were remedied by the repair work under- 
taken by the taxpayer were in existence 
at the time he came into possession of 
the property, and had not occurred during 
his ownership, the expenditure was of 
a capital nature and therefore not allow- 
able as a deduction under Section 53. 


Mr. R. E. O'Neill, the other Board 
member, agreed that the expenditure was 
of a capital nature and therefore excluded 
from the scope of allowances under Sec- 
tion 53. After providing an examination 
of the facts in the Law Shipping Case, he 
was of the opinion that the case “estab- 
lishes that expenditure is of a capital 
nature where it is made to bring a newly 
purchased asset up to a standard ade- 
quate for its intended or actual income- 
productive use or, to put it another way, 
where the expenditure is made in such 
circumstances that it forms a real element 
in the establishment or setting up of the 
property for income production. Further, 
I think that this proposition holds good 
as well where the property is acquired 
under testamentary disposition as where 
it is acquired by purchase. In the cir- 
cumstances of the present case I think 
that the nature of the work done and the 
purpose with which it was undertaken 
combine to bring the expenditure by the 
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taxpayer within the terms of this proposi- 
tion.” 


“I expressly reserve for consideration 
when it arises directly the question as to 
whether the principle of the Law Shipping 
Case extends beyond the proposition as 
stated in the preceding paragraph of these 
reasons and, in particular, as to whether 
it follows from that case that expenditure 
upon repairs is of a capital nature merely 
because the need for the repairs may have 
developed during a time prior to the use 
by the taxpayer of the asset for the pur- 
pose of producing assessable income.” 


COST OF COURSE OF 
INSTRUCTION 


Expenditure incurred by a navi- 
gator employed by an airline com- 
pany in taking a flying instruction 
course was held to be not allowable 
as a tax deduction (Section 51 of 
the Income Tax Assessment Act.) 


The taxpayer, a specialist navigator 
with an Australian airline company, had 
become concerned that the position of 
navigator might become redundant in air 
crews, in view of the development of 
modern navigational aids, and the fact 
that other world airlines do not include 
navigators in their airliner crews. 


With a view to safeguarding his 
employment, therefore, he took a course 
of instruction to enable him to obtain a 
commercial pilot’s licence. Although this 
licence did not qualify him for appoint- 
ment as a first officer in the company’s 
air crew, and there was virtually no prob- 
ability of his ever being appointed as 
captain, he was assured by his employer 
that he would be given a position as pilot 
at a lower rating, with the opportunity 
for promotion with the passage of time 
and the gaining of the necessary experi- 
ence. 


The Board of Review, in 7 C.T.B.R. 
(N.S.) Case 90 held that the amount 
spent in undertaking the course was not 
expenditure incurred in gaining or pro- 
ducing his salary as navigator and (with 
one member not deciding on the point) 


1] 














that the expenditure was of a capital 
nature. 


Mention was made of the distinction 
which had been made in previous Board 
cases between expenditure incurred by 
taxpayers in maintaining their profes- 
sional status (which had been allowed as 
a deduction) and expenditure in gaining 
additional professional qualifications 
(which had not been allowed as a deduc- 
tion). 


The Board disagreed with taxpayer’s 
contention that his employment was as a 
member of an air crew and that the trans- 
ference from one classification to another 
left him in the same occupation as before, 
so that the expenditure incurred was 
incidental and relevant to gaining assess- 
able income as an air crew member. It 
was considered that there was a change 
of occupation from that of navigator to 
that of pilot, that his assessable income 
arose as a result of his services as navi- 
gator, and that the fees paid for tuition 
in flying were not sufficiently connected 
with the performance of his duties as 
navigator to permit a tax allowance under 
Section 51(1). 


SURRENDER OF A LEASE 


An amount paid to a lessee as a 
contribution towards the cost of his 
removal from the leased premises 
was held by the Board of Review 
to be assessable as a lease premium. 


Section 84 of the Income Tax Assess- 
ment Act provides that assessable income 
shall include a “premium”, and the defi- 
nition of a “premium” in Section 83 
includes consideration “for or in con- 
nexion with the surrender of a lease”. 


The taxpayer conducted an engineer- 
ing business in premises which originally 
had been leased by him. The lease had 
expired and he continued to occupy the 
premises as a tenant from month to 
month. 


The owners of the freehold asked the 
taxpayer to vacate the premises, and 
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subsequently issued a notice to quit. 
Later still, however, they were informed 
that the taxpayer intended to bid at 
auction for a freehold property, and it 
was agreed therefore between the lessors 
and the lessee (the taxpayer) that subject 
to the taxpayer purchasing this property, 
and vacating the premises held on the 
monthly tenancy, the lessors would pay 
to the taxpayer an amount of £5,000 
“toward the expenses of the lessee in dis- 
mantling and removing and re-installing 
his plant and machinery and the loss of 
profits of the lessee during the period of 
removal from the said premises.” 


No action was taken on the notice to 
quit issued to the taxpayer by the lessors. 


Vacant possession was delivered to the 
lessors within the period specified in the 
agreement between the parties, and two 
instalments of £2,500 were duly paid to 
the taxpayer as agreed. 


At the Board hearing (7 C.T.B.R. 
(N.S.) Case 84) the taxpayer contended 
that the amount of £5,000 could not have 
been received in connection with the 
surrender of a lease, because the tax- 
payer at that time had no lease, the notice 
to quit having determined the tenancy. 
Alternatively, it was stated that the 
amount received was expressly a contri- 
bution toward the cost of removal 
expenses and for loss of profits, and was 
not received “for or in connexion with” 
the surrender of a lease. 


It was held, however, that the agree- 
ment made between the parties was a 
sufficient lease for the purposes of the 
Income Tax Assessment Act, because the 
lessor and lessee acknowledged each 
other as such and agreed that the tax- 
payer would remain as tenant from month 
to month on the same terms and subject 
to the payment of the same rental. 


Although it was agreed that the 
amount paid was for removal expenses 
and loss of profits, it was equally a con- 
sideration procuring for the lessors a 
surrender by the taxpayer of the premises. 
The amount of £5,000 was therefore a 
“premium” to be included in the tax- 
payer’s assessable income. 
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OVERSEAS TRAVELLING EXPENSES 


By “CLAUDIUS” 


HE deduction of the cost of an over- 

seas trip for the purposes of the 
Income Tax and Social Services Contri- 
bution Assessment Act is normally con- 
sidered under Section 51(1) of that Act. 
This reads as follows: 


“All losses and outgoings to the extent 
to which they are incurred in gaining 
or producing the assessable income, or 
are necessarily incurred in carrying 
on a business for the purpose of gain 
ing or producing such income, shal! 
be allowable deductions except to the 
extent to which they are losses or out- 
goings of capital, or of a capital, 
private or domestic nature, or are 
incurred in relation to the gaining or 
production of exempt income”. 


Although the same provisions govern 
the deductibility of both local and over- 
seas travelling expenses the Commis- 
sioner of Taxation tends to enquire into 
more claims for the deduction of the 
cost of overseas travelling expenses than 
of local travelling expenses. No doubt 
he does this for a number of reasons, 
the chief of which appears to be the 
greater sums involved in individual trips 
and the greater possibility that some 
claims are not allowable in full. Little 
difficulty in having the claim allowed is 
experienced in cases where the taxpayer 
goes abroad alone purely for purposes 
of obtaining supplies of goods to sell in 
his business, to maintain or improve 
relations with overseas suppliers or to 
keep up-to-date with the latest technical 
methods in his line of business. This 
also applies to full-time directors of com- 
panies and to employees sent abroad 
for such purposes. 


Before dealing with particular cases 
on this subject it is desirable to con- 
sider one or two general aspects applic- 
able to all or most claims for deduction 
for travelling expenses. 

It is highly desirable that proper details 
of the expenditure be kept by travellers 
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when abroad. Whilst the cost of ship 
or air fares is usually readily available, 
often the only other information as to 
expenditure abroad is the cost of travel- 
lers’ cheques, no details being supplied as 
to how they were expended. In these 
circumstances the failure to keep proper 
records weakens the taxpayer’s position 
as he is not then readily able to prove 
that he spent the money in the manner 
in which he claims he did. The unani- 
mous remarks of Board of Review No. 
2 in 3 C.T.B.R. (N.S.) Case 28 at page 
294 are appropriate: 


“In this respect, he is, no doubt, in 
the position described by Isaacs J. in 
Stone v. Federal Commissioner of 
Taxation ((1918) 25 C.L.R. 389), 
where he says (at page 392): 


‘The Commissioner is empowered 
and directed to assess a taxpayer 
and he, it is assumed, does so 
after careful consideration, and 
with experienced aid, and with that 
general, practical and varied know- 
ledge of business and affairs which 
he must inevitably gain in the 
course of discharging his duties.’ 


A taxpayer may thus, within the wide 
scope of the above remarks, be granted 
a deduction by the Commissioner 
without detailed proof of actual expen- 
diture. But if he is denied such a 
deduction or is dissatisfied with its 
quantum and seeks to establish, on a 
review, that his assessment is exces- 
sive, proof becomes a statutory neces- 
sity, for Section 190 (b) of the Act 
provides that, upon every reference 
to the Board ‘the burden of proving 
that the assessment is excessive shall 
lie upon the taxpayer’.” 

The following remedy suggested by 
the same Board in an earlier case— 
1.C.T.B.R. (N.S.) Case 109—although 
relating to entertainment expenses, is 
equally applicable to other classes of 
expenditure to be claimed as deductions, 
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including overseas travelling expenses. 
The Board in that case said (at page 
456): 


“While it is realised that it may not 
be possible for a taxpayer to procure 
a voucher for every item of expendi- 
ture in the entertainment of clients, 
there is in ordinary circumstances 
nothing to prevent a taxpayer from 
keeping in a notebook or in some 
other permanent form his own de- 
tailed record of items expended by 
him.” 


Further on the Board also stated:— 
“But we would also emphasise that it 
is for the taxpayer himself to prove 
that he did spend the money involved 
in a claim of the nature now under 
consideration, that it was spent in 
the process of producing his assess- 
able income, and that it was not of a 
private or domestic nature.” 


The second matter of a general nature 
is connected with the fact that the 
majority of trips to the northern hemi- 
sphere are, by more than coincidence, 
made during the spring and summer- 
time there, so that at the end of the 
financial year the traveller is usually 
still abroad. The result is that the cost 
of the trip is incurred in two financial 
years. Whilst in such cases the Com- 
missioner and Board of Review will 
apportion the total expenditure between 
the two years concerned according to the 
period of time spent abroad up to and 
after the end of the financial year, this 
basis is arbitrary and it is preferable to 
base a claim on actual expenditure in- 
curred to that date as required by Sec- 
tion 51(1). For this purpose it is not 
merely necessary to have regard to 
moneys remitted to the traveller or taken 
by him whilst abroad, because at the 
balancing date he will normally have 
some unspent funds with him, which 
would not normally represent expendi- 
ture incurred by the taxpayer at that 
date. 


The comment made in the last para- 
graph relates to the circumstances where 
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the actual cost of the trip is borne by 
the taxpayer. 


In the case of the traveller, being a 
director or employee, who is paid an 
allowance to cover the whole or part of 
the cost of the trip, the taxpayer on 
whose behalf the trip is undertaken does 
not have to keep these records. In these 
cases all he claims is a deduction of the 
allowance in the year or years it is pay- 
able according to his arrangement with 
the traveller. However, the burden of 
keeping records remains with the travel- 
ler as he is required to bring the allow- 
ance to account as income in his return 
and to deduct the expenses incurred in 
earning it. 

Consideration of claims varies some- 

i2t according to whether the taxpayer 
is us traveller or not, whether the 
traveller claiming deduction is in busi- 
ness on his own account, or where a 
company is claiming deduction in respect 
of the expenses of trips of the wife and/ 
or children of directors. 


Thus in 2 C.T.B.R. (N.S.) Case 60 
a taxpayer was a manufacturer of alumi- 
nium ware until November, 1947, when 
he “leased” his business to an employee 
for a period of two years. In February 
1948 he travelled to the United King- 
dom to do a number of things to assist 
him to extend the business upon his 
resumption of it. It was admitted that 
the visit was in part a holiday. He was 
accompanied by his wife, and they visited 
relatives abroad. The taxpayer claimed 
a deduction of half the cost of the trip 
as relating to the prospective resumption 
of the business. Board of Review No. 
1 held that no part of the claim was an 
allowable deduction because at the time 
the expense was incurred no_ business 
was being carried on and “it was an 
expenditure independent of the produc- 
tion of income, not an expenditure in the 
course of its production”. It was further 
held that expenditure to improve exist- 
ing methods of manufacture, to intro- 
duce new methods of manufacture, and 
to acquire new plant, was of a capital 
nature and thus not deductible. 
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In the case of company directors 
travelling on business of the company 
and bearing the expenses of the trip 
personally, entitlement to deduction of 
the cost is subject to whether the in- 
come received from the company is to 
any extent dependent upon the tax- 
payer making the trip. In disallowing a 
claim in 1 C.T.B.R. (N.S.) Case 65, 
Board of Review No. 2 stated:— 


“There is no evidence to show that 
the taxpayer spent the amount 
claimed, or any part of it, in the 
course of gaining or producing his 
salary. On the contrary, his evidence 
clearly indicates that receipt by him 
of his salary in no way depended upon 
the agreement to pay the expenses, 
other than the return fares, of the trip 
abroad.” 


However, the same Board in 2 
C.T.B.R. (N.S.) at p. 321 allowed 
part of a claim where during the course 
of a holiday trip to Europe a managing 
director attended to company business. 
The allowance of a sum of £451 out of a 
claim for a deduction of £1,824 was 
based on the fact that “his company 
agreed to pay him his salary and direc- 
tors fees while he was away if he 
attended to certain business on behalf 
of the Company”. The allowance was 
based on the estimated cost per day of 
accommodation, meals, etc. and local 
travelling expenses whilst abroad, no 
part of the fares to or from Europe being 
included. 


The Board said:— 

“Since payment of the taxpayer’s 
salary and director’s fees was condi- 
tional upon his undertaking to per- 
form the duties which involved him 
in this expenditure, we find that it 
was incurred by him in gaining or 
producing his assessable income”. 


A number of decisions have been 
given by Boards of Review as to the 
treatment of expenses of wives and, at 
times, adult children of directors of com- 
panies who also go abroad. Where no 
duties are performed by the wives or 
children whilst abroad it is the Com- 
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missioner’s practice to ensure that 
expenses attributable to the trips of the 
wives and children are not allowed as 
deductions. Accordingly in proceedings 
before a Board the question of the 
activities of a wife or children are 


usually examined closely. 


In 5 C.T.B.R. (N.S.) Case 112 a 
managing director of a company and 
his wife, who between them held a 
majority of the shares of the company, 
travelled abroad to boost the company’s 
supply of goods for resale and for 
other purposes. The wife was neither a 
director nor employee of the company. 
In answering a questionnaire of the 
Commissioner the company stated that 
the wife accompanied her husband in 
order to look after his diet. However, 
during cross-examination he stated that 
this was not an important reason, the 
main reason being that without his wife 
he would not have been invited to social 
functions and would not have obtained 
useful information, and that his wife 
acted as hostess when entertaining other 
executives and their wives. The majority 
of the Board was not satisfied that the 
reason originally given for the wife’s trip 
was incorrect and in consequence the 
taxpayer’s claim failed. 


In 5 C.T.B.R. (N.S.) Case 52, the 
wife was not an employee or director, 
although she was a shareholder. Her 
husband, the governing director, held a 
controlling interest in the company. The 
class of business was described as manu- 
facturers, distributors, agents and im- 
porters of toys, jewellery and fancy 
goods. It was shown that the wife had 
“dress sense” and trade knowledge in 
regard to women’s accessories and 
jewellery, having been employed in this 
class of business prior to her marriage. 
The evidence showed that the wife’s 
advice was sought and often followed as 
to the purchase of this class of stock both 
before and after the trip. On the evi- 
dence that the wife was engaged on the 
company’s business on alternate days 
only the Board allowed one half of the 
wife’s overseas living expenses. 
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In 7 C.T.B.R. (N.S.) Case 7, evidence 
was given that the wife “arranged and 
kept records of interviews and acted 
generally in a secretarial capacity to 
her husband, as she was said to be well 
able to do from her knowledge of the 
business”. She was not a director or 
employee of the company. Board of 
Review No. 3 allowed as a deduction 
one-fifth of the expenses attributable to 
the wife. 


It may be concluded that Boards of 
Review are prepared to allow portion of 
the cost of a wife’s trip or an adult 
child’s trip on the basis of evidence 
given at the hearing of the Board as to 
the business duties as distinct from 
social and personal duties of the wife 
or child of a director journeying abroad. 
However, the Commissioner is prepared 
to allow some claims wholly or partly 
when satisfied about these matters. 


Section 51 provides for deduction of 
expenditure:— 
(i) Incurred in gaining or producing 
the assessable income, and 

(ii) Necessarily incurred in carrying on 
a business for the purpose of gain- 
ing or producing the assessable 
income. 

These words are usually referred to as 
the first and second limbs of the section 
respectively and it is often considered 
that the scope for successful claims for 
deductions is narrower in cases falling 
within the first limb than in those coming 
within the second limb. 


The case reported in 7 C.T.B.R. (N.S.) 
Case 53 was one where apparently 
counsel for the taxpayer contended that 
the taxpayer was carrying on a business, 
whilst the Commissioner contended that 
he was not, and consequently the claim 
was to be considered only under the first 
limb of the section. The taxpayer was 
a University teacher of music who 
devoted one day per week to teaching 
pupils at home and four days per week 
to teaching advanced students at the 
University. The teacher was remunerated 
for his University work by the Univer- 
sity; in addition some students paid fees 
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to that body for special studies, and 
such amounts were paid to the taxpayer 
after deduction of a small charge. 







The taxpayer was not a permanent 
member of the University staff. He 
described the private pupils as “more or 
less juvenile” and made it clear that the 
trip abroad had relation to his advanced 
work as a University teacher of music. 
The visit to Europe was undertaken 
voluntarily by the taxpayer, for which he 
had to obtain leave from the University 
and provide a locum tenens whom the 
taxpayer remunerated whilst he was 
abroad. 


Two members of Board of Review 
No. 2 took the view that the taxpayer 
was an employee of the University while 
the third member considered that there 
was evidence that the taxpayer was carry- 
ing on business as a “University Teacher 
of Music”, but it was unnecessary to so 
decide. The majority of the Board, how- 
ever, held that as the taxpayer was an 
employee of the University the claim 
could not be allowed under the second 
limb of Section 51. As the taxpayer 
was not required to undertake the trip 
by his employer, deduction of its cost 
was not allowed. 






















A further criterion in considering 
claims under Section 51 is whether or 
not the expenditure is of a capital nature. 
A case where there was such a finding 
is reported as 5 C.T.B.R. (N.S.) Case 2. 
In that case the taxpayer was the sole 
distributing agent in Western Australia 
for an overseas manufacturer. The 
supply of goods by the overseas manu- 
facturer ceased and then became avail- 
able to another party. The agency was 
the principal producer of income pos- 
sessed by the taxpayer. The taxpayer 
went abroad in an unsuccessful attempt 
to restore the position. The taxpayer 
contended that the agency was not cat- 
celled but this did not assist him. One 
member of the Board of Review took 
the view that the expense was incurred 
to save the agency business from extinc- 
tion, whilst the other two members 
agreed that the expenditure was of a 
capital nature being incurred to preserve 
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or establish the “profit-yielding subject”, 
viz., the supply of goods from the over- 
seas manufacturers. 


In 7 C.T.B.R. (N.S.) Case 51 a tax- 
payer bought a property for the purpose 
of breeding high quality sheep and cattle, 
but owing to the state of the property 
at the time, he grew wheat and ran 
sheep on the property which he improved 
by fencing and watering. He was advised 
to go abroad before obtaining his stud 
cattle and did so when he was com- 
missioned to buy beef for his parents. 
The taxpayer admitted that until his 
departure he was not conducting a cattle- 
raising business, but he also gave evi- 
dence that to keep the pastures at their 
best the proper farming procedure was 
to run both sheep and cattle. 


The case turned on the question of 
whether the stud cattle business was a 
new business venture or a part of the 
old business of wheat and sheep farm- 
ing. Board of Review No. 1 by majority, 
decided that the expenditure was 
“directed to the establishment of a new 
business not carried on by the taxpayer 
at the relevant time” and disallowed the 
claim. The majority made the following 
remarks— 


“But the introduction of a new activity 
which may assist *that already being 
carried on does not necessarily make 
that new activity part of the old 
business. One is required to look at 
the new activity to see whether it is 
but a facet of the already existing 
business or is, in fact, an entirely new 
business which may conveniently be 
carried on with and perhaps even 
assist the old one. If the latter is the 
case, as in our opinion it here is, 
then the new activity stands separate 
and distinct as a business of its own 
and not as part of the old business”. 


On the other hand the other member 

considered that 
“the taxpayer was in my view simply 
putting into operation his views of 
what constituted good husbandry and 
farm management for his property and 
that he did so at the time he thought 
was ripe for the commencement of 
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that activity. It did not involve any 
complete rearrangement of his busi- 
ness sO as to constitute a change to 
a new type of business or even the 
commencement of a new business 
additional to and distinct from that 
which he had hitherto carried on”. 


This member took the view that there 
was an existing and continuing business 
into which there was an infusion of 
cattle-breeding. 


So much for capital expenditure. 
Private expenditure also is not an allow- 
able deduction and the cost of holiday 
trips comes readily to mind under this 
head. However, expenditure incurred 
by a private individual in improving his 
knowledge or acquiring additional quali- 
fications has also been disallowed as a 
private expense. In Volume 9 of Deci- 
sions of the Board of Review (old 
series) the following comment was made 
by the Board:— 


“Many persons in salaried positions 
are constantly exercised to improve 
their knowledge of, or make them- 
selves acquainted with, certain matters 
or affairs in order to carry out their 
duties in the most efficient manner. 
They may be moved to do so merely 
out of self-respect or public spirit; 
or they may be actuated by a desire 
for promotion or an increase in salary. 
In the latter case the motives are much 
the same as those of a person who 
undertakes a course of education in 
order to qualify himself for a par- 
ticular position. In each case the 
immediate objective is the personal 
qualification which is expected to 
result from the acquisition of the 
desired knowledge. The salary is 
earned by the services rendered in 
the course of applying that qualifica- 
tion”. 


It may be added here that the expense 
incurred in acquiring or obtaining a 
particular qualification is regarded more 
often as of a capital nature than of a 
private nature. However, the effect is the 
same under Section 51. 
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Where the expense is incurred by an 
employer sending his employee abroad 
to undertake a course of study relevant 
to the employer’s business different con- 
siderations operate, particularly when the 
employer is a company. As was said by 
a majority of the Board of Review No. 3 
in 3 C.T.B.R. (N.S.) Case 92— 

“It is difficult to visualise instances 

in which an artificial person such as a 

company could incur expenditure of 

a private nature.” 

In the case reported as 6 C.T.B.R. 
(N.S.) Case 67 two directors of a laundry 
and dry cleaning company with their son 
visited Europe to study methods in rela- 
tion to their business. The parents then 
returned to Australia whilst the son went 
on to the United States to undertake a 
number of courses relevant to the com- 
pany’s business. It was claimed by the 
Commissioner that the expenditure of 
the son’s trip was “indistinguishable 
from expenses incurred in obtaining 
additional professional qualifications”. 
This submission was not accepted by the 
Board; it was pointed out by one member 
that “these expenses were met by the 
company in the course of meeting the 
recurrent problems of personnel and 
management”. The Board allowed the 
company the whole of the cost of the 
overseas travelling expenditure except 
those unconnected with the Company’s 
business. 

In order to be entitled to a deduction 
for expenditure it must be incidental and 
relevant to the earning of the taxpayer’s 
income. Thus where the taxpayer is a 
company which sends a director abroad 
who is also acting on behalf of other 
taxpayers, some part of the expenditure 
will not be regarded by the Commis- 
sioner as an allowable deduction to the 
first company. It is generally advisable 
where multiple interests are concerned 
for those interests to either make some 
arrangement as to the sharing of the 
cost or for each to pay the traveller an 
allowance to cover his expenses. Two 
examples of this type of problem are 
given below. 

In one, cited in 3 C.T.B.R. (N:S.) 
Case 45, a company was formed to 
manage and develop restaurants, ham- 
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burger shops, and butchers’ shops 
belonging to associated companies. The 
companys managing director went 
abroad to keep abreast of current 
developments in cafe and allied busi- 
nesses, but there was an intention to 
acquire capital assets in the form of 
machinery and agencies. A manufactur- 
ing company was formed as a result of 
negotiations in America. Board of 
Review No. 3 by majority allowed a 
deduction of three-quarters of the 
expenditure and treated the remainder 
as being partly of a capital nature and 
partly not necessarily incurred in carry- 
ing on the business. It will be appreci- 
ated that the management company 
derived income for managing the affairs 
of the associated companies. If it had 
been merely a holding company receiv- 
ing only dividends, rent, or interest from 
subsidiaries, the decision may have been 
different. 


In the second case, reported in 5 
C.T.B.R. (N.S.) Case 55, a hotel com- 
pany sent its managing director and his 
wife abroad to inquire into the conduct 
of hotel businesses. Each enquired into 
different aspects of management. The 
managing director was a_ shareholder, 
but not a director, of another hotel. The 
managing director and his brother were 
the shareholders of a third company 
which purchased the freehold of another 
hotel whilst the traveller was abroad. 
Some time was taken up in sightseeing 
and attending shows. It appears that 
the company claimed a deduction of a 
total of £2,660 which the Commissioner 
disallowed. The company disputed the 
disallowance of the latter sum, but Board 
of Review No. 3 allowed a deduction of 
£850 of this sum as relating to the busi- 
ness of the taxpayer company. 


This review of the subject of over- 
seas travelling expenses was not intended 
to be exhaustive; however most of the 
types of cases considered by the Boards 
of Review on the Subject have been 
covered, and the various decisions given 
provide a guide as to the treatment, for 
income tax purposes, of claims for 
deductions which may be made in cir- 
cumstances similar to those described. 
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ASSUMPTIONS IN DISCUSSIONS 


ON DEPRECIATION 


Nineteenth Annual Research Lecture in Accounting. 
Delivered at the University of Melbourne by Professor 
L. Goldberg, Gordon Wood Professor of Accounting, 
University of Melbourne, on October 8, under the joint 
sponsorship of the University of Melbourne Extension 
Committee and the Australian Society of Accountants. 


N this paper, I propose to examine 
some possibilities of confusion about 
depreciation*, arising from some of the 
rather basic notions which appear to be 
used, but which are not always explicitly 
or fully indicated, in discussing this 
topic. The depreciation referred to is 
that relating to long-term or “fixed” 
assets, that is, assets which have or 
which are presumed to have an extended 
period of usefulness for a given enter- 
prise. 


The Concepts of Income and “As Well 

Of” 

Whatever specific meaning we attach 
to the word “depreciation” in this con- 
text, it soon becomes clear that one of 
the principal purposes behind any at- 
tempt to define or measure depreciation 
is the desire or need to assess income 
(or profit) for a given period. So that, 
in any discussion on depreciation we are 
likely to find ourselves faced sooner or 
later with the problem of income deter- 
mination. Before long we are asking 





In a research lecture! delivered a few 
years ago, Professor Goldberg suggested that 
the word “depreciation” can be and is used 
in several different senses, and that, as a 
result, there is a distinct possibility of con- 
fusion in argument about it. In a second 
lecture? some aspects of the way in which 
depreciation is reported in published financial 
statements of Australian companies were dis- 
cussed and some instances of confusion in 
practice were pointed out. 
1.“Concepts of Depreciation”, The Account- 

ing Review, Vol. XXX, No. 3, July, 1955, 

pp. 468-484. 
2.“Depreciation in Published Company Re- 

ports”, Accounting Research Vol. 6, No. 3, 
July, 1955, pp. 155-185. 
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ourselves, “Just what do we mean by 
‘income’?” 

Some economists have directed atten- 
tion to the concept of income, notably, 
in recent years, J. R. Hicks, whose ex- 
position in his “Value and Capital’? 
is widely accepted and acknowledged as 
authoritative for purposes of economic 
analysis. As his or a similar analysis 
often implicitly underlies accounting ar- 
guments, it may be well to consider 
briefly the ideas he propounds on the 
matter of income. 


He postulates “a man’s income” as 
“the maximum value which he can con- 
sume during a week, and still expect to 
be as well off at the end of the week 
as he was at the beginning.”* This, he 
states, is the central meaning of income, 
but he points out that in practice both 
businessmen and economists use approxi- 
mations to this. 


The first approximation, which he 
considers to be “probably the definition 
which most people do implicitly use in 
their private affairs”® is that income is 
“the maximum amount which can be 
spent during a period if there is to be 
an expectation of maintaining intact the 
capital value of prospective receipts (in 
money terms).”° That is, so long as 
the source from which receipts of money 
are derived is maintained at a level 
which will continue to provide such a 
regular quantum of receipts without 
diminution, then those receipts may be 
regarded as income. 





3.J. R. Hicks, Value and Capital (Claren- 
don Press, Oxford, 1939), Ch. XIV. 

4. Op. cit., p. 172. 

5. Op. cit., p. 173. 















This approximation, however, is not 
valid if there is any change or prospect 
of change in the rate of interest. For if 
the rate of interest is expected to fall 
or rise, then a greater or smaller capital 
sum is required to provide a given 
amount of income, and the spending of 
the same amount in each period will 
induce a variation of the capital sum 
and therefore of future receipts. So he 
arrives at his second approximation, 
which is “the maximum amount the 
individual can spend this week, and still 
expect to be able to spend the same 
amount in each ensuing week.” The 
difference between this and the first ap- 
proximation depends solely upon the 
expectation of a change in the rate of 
interest. 


Neither of these approximations takes 
any account of prospective changes in 
prices; so his third approximation is to 
define income as “the maximum amount 
of money which the individual can spend 
this week, and still expect to be able 
to spend the same amount in real 
terms in each ensuing week.’ 


Now, Hicks is aware of some of the 
difficulties which this definition involves 
and is careful to point them out. In 
the first place, he indicates that there 
is no completely satisfactory answer to 
the questions: “What do we mean by 
‘in real terms’?”; “What is the appro- 
priate index-number of prices to take?” 
Further, he recognises that even this ap- 
proximation does not take into account 
the influence of durable consumption 
goods. His exposition of this difficulty 
is clearly put in the following passage: 

“Strictly speaking, saving is not the differ- 
ence between income and expenditure, it 
is the difference between income and con- 
sumption. Income is not the maximum 
amount the individual can spend while ex- 
pecting to be as well off as before at the 
end of the week; it is the maximum amount 
he can consume. If some part of his ex- 
penditure goes on durable consumption 
goods, that will tend to make his expendi- 
ture exceed his consumption; if some part 
of his consumption is consumption of 





6. Op. cit., p. 174. 
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durable consumption goods, already bought 
in the past, that tends to make consumption 
exceed expenditure. It is only if these 
two things match, if the acquisition of new 
consumption goods just matches the using 
up of old ones, that we can equate con- 
sumption to spending, and proceed as be 
fore. 

“But what is to be done if these things 
do not match? And worse, how are we 
to tell if they do match? If there is a 
perfect second-hand market for the goods 
in question, so that a market value can be 
assessed for them with precision, corres- 
ponding to each particular degree of wear. 
then the value-loss due to consumption can 
be exactly measured; but if not there is 
nothing for it but to revert to the centrai 
concept itself. If the individual is using up 
his existing stock of durable consumption 
goods, and not acquiring new ones, he will 
be worse off at the end of the week if he 
can then only plan the same stream of 
purchases as he could at the beginning. If 
he is to live within his income, he must 
in this case take steps to be able to plan 
a larger stream at the end of the week; 
but how much larger can be told from 
nothing else but the central criterion itself”? 


Hicks thus gets back to his starting 
point—that a person’s income is what 
he can consume during a week and still 
expect to be as well off at the end of 
the week as he was at the beginning. 
Having got back in this way, he won- 
ders whether this notion of income “does, 
in the last resort, stand up to analysis 
at all, whether we have not been chasing 
a will-o’-the-wisp.”* For its validity de- 
pends upon a person’s expectation of 
“well-off-ness”, and, as successive ex- 
pectations through time are not available 
for comparison until the time for deci- 
sion based on them is past, this notion 
of income is not very useful in economic 
analysis. 


For other purposes, however, Hicks 
suggests there is an alternative available 
in what he calls “ex post income.” He 
defines this as “the value of the individ- 
ual’s consumption plus the increment 
in the money value of his prospect which 
has accrued during the week; it equals 





7. Op. cit., p. 176. 
8. Ibid. 
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Consumption plus Capital accumula- 
tion.”® As he puts it, “so long as we 
confine our attention to income from 
property, and leave out of account any 
increment or decrement in the value 
of prospects due to changes in people’s 
own earning power (accumulation or 
decumulation of ‘Human Capital’), In- 
come ... ex post is not a subjective 
affair . . . it is almost completely ob- 
jective. The capital value of the in- 
dividual’s property at the beginning of 
the week is an assessable figure; so is 
the capital value of his property at the 
end of the week; thus, if we assume that 
we can measure his consumption, his 
income ex post can be directly calcu- 
lated.”2° 


At this stage, accountants may begin 
to recognise some familiar ground. In 
the first place, one of the traditional tasks 
of accountants is to measure income that 
has been earned during a past period; that 
is, it is ex post income that they have been 
and are chiefly concerned with. Secondly, 
the method of measurement suggested by 
Hicks will no doubt appear to accountants 
as something similar to the method 
adopted in the absence of adequate 
records, namely, a comparison of assets 
and liabilities at two given points of time. 


Having recognised this familiarity, 
however, accountants might raise a faint 
demurrer against the suggested objective- 
ness of the method. Having been faced 
with the task of measuring income by 
similar means, they realise that, even if 
the income to be measured is solely from 
property—for example, rents from free- 
hold premises—the assessment of capital 
value of the property at different dates 
is based upon somebody’s valuation 
(whether expert or not), and must there- 
fore bear the impress of that person’s 
subjective appraisal. In some cases of 
income from property, such as interest on 
a widely held form of investment—for 
example, Commonwealth Bonds—a large 





9. Op. cit., p. 178. 
10. Op. cit., pp. 178-9. 
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number of such subjective appraisals is 
available which, being put into an open 
economic arena, exert influences upon 
each other and push and pull until some- 
thing like an equilibrating point can be 
discerned. Since this is the result of a 
large number of subjective forces, it is 
considered sufficiently divorced from 
the influence of any one of them to 
warrant its being thought of as objective. 
Nevertheless, the original basis of the 
assessment is subjective in character. 


Thus, even accepting the restrictions 
which Hicks puts on our attention, the 
measurement of this ex post income is not 
always easy and not inevitably objective. 


But let us consider the restrictions that 
Hicks has imposed. In the first place, he 
is dealing with income as a personal affair, 
that is, as attaching to an individual. Now, 
accountants do have the calculation of 
personal income as one of the tasks they 
are faced with in practice, but a much 
greater part of their effort is usually in- 
volved in the calculation of the periodic 
profit of commercial, industrial, financial 
and institutional enterprises. Can the 
Hicksian concept of income be legiti- 
mately applied to an enterprise of this 
sort? 


Secondly, Hicks specifically leaves out 
of account the effects of what he calls 
“Human Capital.” I presume that, if we 
extend the notion of income from the per- 
son to the firm, there is an analogous pos- 
sibility of change in enterprise “capital.” 
For accountants who are faced with the 
task of measuring income, this restriction 
also is far from unimportant. 


The significant matter involved here 
for our present discussion, whether we are 
considering an individual or a firm, is the 
notion of being “as well off.” It is this 
notion which is basic to the determination 
of income, and it is here that depreciation 
enters the scene as one of the principal 
actors—perhaps as the basso profundo. 


It is submitted that the concept of being 
as well off at one point of time as at 
another is a general concept, that is, it is 
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a concept of generalised well-being, which 
is Open to at least two interpretations. To 
be as well off at point two as he was at 
point one, a man may have the same 
assets at the later point as at the earlier, 
that is, with a one/one matching of indi- 
vidual assets. Perhaps it was this sort 
of correspondence that Hicks had in 
mind. The same state of affairs is of 
course conceivable for a firm. 


There is, however, an alternative inter- 
pretation, which appears to be more likely 
to occur in practice, whether for an indi- 
vidual or a firm, but especially for the 
latter. Comparing the position at a later 
point of time with that at an earlier date, 
a man may be less “well off” in respect of 
one asset or type of asset and more “well 
off” in respect of another, but so long as 
these offset each other his “well-off-ness” 
in general is not impaired. This possibility 
brings us directly to a consideration of 
depreciation. For it follows that, during 
a given period, the “wearing out” of one 
asset, which on the one hand impairs the 
contribution of that asset to a person’s or 
firm’s “well-off-ness” at the end of the 
period, may contribute, on the other 
hand, to the production of goods or ser- 
vices which may be sold at such a “profit” 
as to enable the wearing out to be offset 
by investment in other assets, for 
example, in current assets forming the 
basis of working capital. If these two 
aspects are strictly compensatory, there 
will have been neither increase nor 
decrease in “well-off-ness” and the capi- 
tal of the person or firm will not have been 
impaired. 


On this approach, provided there is a 
compensatory contribution to “well-off- 
ness”, a charge for depreciation of any 
specific long-term asset is, in a sense, not 
fundamentally necessary at all; its justifi- 
cation must rest on other grounds. A 
charge for depreciation which is based on 
this concept of “well-off-ness” has an 
implied assumption that the contribution 
of each asset to net income can be accur- 
ately measured for a given period. For 
many assets, perhaps for most, this is not 
in fact practicable. It is the combined 
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effort of all the human beings and all the 
assets in a given enterprise that produces 
the income, and this cannot, with any- 
thing more than the most assumptive 
approximation, be broken down into what 
are imagined to be components. It is 
open to question whether the notion of 
components is valid at all. The notion 
of “human capital”, as Hicks puts it, or 
an analogous “enterprise capital”, is not 
simple when it comes to the point. It in- 
cludes psychological attitudes and techni- 
cal facilities as well as the physical and 
legal assets which appear in a balance 
sheet. 


This matter of being “as well off” is 
much more complicated than appears to 
have been generally argued, and the 
significant point for discussions on depre- 
ciation is that there is danger in adopting 
too readily the simplifying assumption 
that “as well-off-ness” can be applied to 
specific assets and that the “as well-off- 
ness” of a person or a firm can be 
measured—whether in money or in real 
terms—by assessing a value for each of 
his or its measurable assets and summing 
them from time to time. Only in the 
instance where there is no change what- 
ever in the composition of the assets 
themselves is there even a remote chance 
of validity in this method. 


On the Hicksian argument, the justifi- 
cation for a depreciation charge is on the 
basis that: “If the individual is using up 
his existing stock of durable consumption 
goods, and not acquiring new ones, he will 
be worse off at the end of the week if he 
can then only plan the same stream of 
purchases as he could at the beginning. 
If he is to live within his income, he must 
in this case take steps to be able to plan 
a larger stream at the end of the week.”” 


The question, of course, is: “What steps 
can he take?” The answer generally given 
is that he must save out of his gross 
income sufficient resources to allow him 
to replace his durable consumption goods 
when they are used up. This leads us 





11. Hicks, op. cit., p. 176. 
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straight to the proposition that we should 
charge depreciation on a basis of replace- 
ment cost. But before considering this 
proposition we should, I think, pause a 
little over two points. 


In the first place, can we treat a firm or 
institution on precisely the same basis as 
an individual? In point of fact, is the 
notion of ‘income” strictly applicable to 
non-human “entities”—if consumption is 
the radical test for income? I submit that, 
at the very least, this proposition needs 
exploration by scholars who are better 
fitted than I am to make the investigation 
and analysis. 


The second point is not unrelated to 
this one, and may be put in this way: Are 
not most of the long-term assets of many 
firms durable production goods rather 
than durable consumption goods? In the 
course of use the assets of a firm are not 
merely being used up, but they do pro- 
duce something towards promoting the 
welfare or “as well-off-ness” of those 
people connected with it or, if you wish 
to personalize it, of the firm itself. 


Thus it seems that the argument that 
replacement of specific and individual 
assets is necessary to preserve the stand- 
ard of welfare or “well-off-ness” is per- 
haps a little too naive, and overlooks other 
factors which perhaps ought to be taken 
into account—factors which, admittedly, 
may be difficult to assess, but which 
should not be wholly ignored for that 
reason. For example, it might happen 
that a development of greater efficiency 
in the use of a particular tool or machine, 
or the development of better organiza- 
tional methods may do much to offset the 
impairment of “well-off-ness” through the 
use of the equipment. This is essentially 
the same point as was arrived at earlier. 
At least, it may be suggested that a greater 
degree of sophistication in analysis is 
required. 


Depreciation and Price Level Changes 


Anybody who is at all acquainted with 
the literature of accounting or economics 
im recent years will be well aware 
of the discussions that have been taking 
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place on the problem of accounting in an 
environment of changing price levels. In 
these discussions, the question of depre- 
ciation has taken a prominent, if not an 
honoured place. 


Broadly speaking, there are three 
schools of thinkers on this matter. Firstly, 
there are those who hold that periodic 
depreciation charges should be based on 
the initial money cost of the depreciable 
asset, whether those charges are made 
equally over the period of usefulness or 
under some computation of accelerated 
or decelerated depreciation. Then there 
are those who argue that the depreciation 
charges should be related to the future 
cost of replacement. Thirdly, there are 
those who say that the significant thing 
is to have the depreciation charge 
recorded or reported in terms of current 
replacement cost of the asset from time 
to time. 


The problem—so far as depreciation is 
concerned—appears to be partly a ques- 
tion of reporting, partly one of financial 
policy, and partly one of cost-determina- 
tion. Frequently these questions are not 


clearly distinguished from each other in 
discussion, and, indeed, they do interact 
upon each other in practical issues. They 
may, however, be distinguished for ana- 
lytical purposes at least, and it may be 
desirable to use this distinction as a basis 
for making a few observations. 


The Problem of Reporting 


On the matter of reporting, a survey 
was made recently in the U.S.A. by the 
American Institute of Certified Public 
Accountants,“” in which answers were 
received from 331 executives of corpora- 
tions and 75 “educators” on questions 
relating to the way in which depreciation 
should be treated in corporate reports to 
shareholders. Question 1 in this investi- 
gation was: 

“In view of changes in price levels, and 


assuming for the purposes of this question 
that an acceptable means of measuring such 





12.“Opinion Survey on Price-Level Adjust- 
ment of Depreciation,” The Journal of 
Accountancy, April, 1958, pp. 36-43. 
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changes is available, do you think that 

the current dollar cost of depreciation should 

be reflected in some appropriate manner in 

corporate reports to stockholders”!3 

The answers received showed a ratio 
of about three to one in favour of report- 
ing depreciation in terms of current 
dollars; if the replies from finance and 
insurance company executives and from 
educators were eliminated, this ratio 
would have been about two to one. In 
only three groups of company executives 
—those of petroleum, food, drugs, etc., 
and retail and service companies—were 
less than half in favour of such disclosure. 
The report comments: “As might have 
been expected, stronger support is found 
among the companies having a relatively 
large investment in depreciable assets than 
among those where depreciation is a 
relatively small part of operating 
costs.””!4 


Fifty-one per cent of replies favoured 
mandatory disclosure, but if the replies 
of educators were eliminated the propor- 
tion would have been 49 per cent. 


On the method of reporting such cur- 
rent dollar depreciation, of those who 
answered “Yes” to the first question, 39 
per cent favoured disclosure by means of 
explanatory footnote, 20 per cent. by a 
supplementary income statement, 27 per 
cent by an adjusted income statement, and 
14 per cent by an adjusted balance sheet 
and income statement. The adjusted 
statements would show both the current 
cost and the historical cost, but the net 
income would be arrived at after taking 
the current cost into account. 


The results suggest that there is a con- 
siderable body of opinion in favour of 
calculating depreciation on a current cost 
basis for reporting purposes. But there 
are one or two points which I think war- 
rant consideration before we _ whole- 
heartedly discard the basis of historical 
cost in accounting reports. 





13. Op. cit., p. 37. 
14. Ibid. 
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The questionnaire was directed to com- 
pany executives and to educators, and it 
might be questioned whether these people 
are typical of those to whom company 
financial reports are normally directed. If 
it is true, as we are frequently informed, 
that the shareholdings of so many of our 
larger and most influential companies are 
widely dispersed among many relatively 
small shareholders, then the opinions that 
are properly relevant to this question of 
reporting are the opinions of these share- 
holders. I cannot recall any study that 
has been undertaken to ascertain what 
these opinions may be. 


Of course, it may be argued that these 
opinions would probably not be worth 
much anyhow, because the vast majority 
of shareholders would not be capable of 
appreciating the issue. In the absence of 
evidence, this generalisation cannot be 
either supported or refuted, but I think 
it not unreasonable to suppose that a 
considerable proportion of shareholders. 
if they are not themselves able to assess 
financial reports, consult people who are 
capable of interpreting them or who, at 
least, the shareholders think are capable 
of doing so. 


In this connection it is interesting to 
compare the results of the study just 
mentioned with one reported in 1955,°" 
in which Charles T. Horngren of the 
University of Chicago discovered (among 
other things) a “united stand of security 
analysts against ‘tampering’ with conven- 
tional financial statements by applications 
of price level adjustments.”"® Not one 
among the 51 security analysts whom 
Horngren interviewed made any attempt 
in practice to adjust financial statements 
for price ievel changes. He cites the 
following example of the thinking of 
these financial advisers on the problem of 
depreciation: 





15. Charles T. Horngren: “Security Analysts 
and the Price Level,” The Accounting Re- 
view, October, 1955, pp. 575-581. 


16. Op. cit., p. 577. 
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“From the standpoint of security analysts 
there may not be much difference involved 
in accepting either the original cost or a 
higher replacement cost as the basic value 
against which depreciation should be al- 
lowed. The higher-replacement-cost basis 
would result in decreasing the computed 
earnings in a given year, because of larger 
depreciation; but it would result, also, in 
increasing the assumed economic value of 
the assets—i.e., the book value of the stock. 
If both factors are given proper weight in 
arriving at a fair appraisal of a stock issue, 
the changes involved are likely to offset 
each other to a great extent.”!7 


Thus, while some people who are inti- 
mately concerned with the preparation of 
reports may feel fairly strongly about 
providing current cost information, those 
who are concerned with advising inves- 
tors appear to prefer the statements in 
historical cost. 


There is a further point that might be 
raised in this connection. Although 
empirical evidence is lacking on what 
information the shareholders of com- 
panies do in fact want, a suggestion may 
be derived from another source. A con- 
sideration of the history and tenor of 
company legislation and a study of some 
of the legal cases relating to profits avail- 
able for dividend, and to liquidation pro- 
ceedings, seem to make it not unreason- 
able to infer that one fundamental ques- 
tion that (to put it in broad terms) share- 
holders do ask of directors is: “What have 
you done with our money?” This question 
is asked pointedly and with perhaps 
embarrassing directness in times of stress, 
but I think it is implicit at other times as 
well. It is also a pertinent question for 
creditors to ask again especially when 
the borrower is under strain. 


Some may think that shareholders and 
creditors are being perverse in wanting 
an answer to this question instead of 
regarding it as irrelevant and wanting to 
play the game invented by the economist 
Jevons many years ago when he said that 
“In commerce, bygones are for ever 
bygones.”"18) It may well be that these 
groups should adopt a more sophisticated 





17. Op. cit., p. 577n. 
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outlook and think in terms of purchasing 
power instead of money, but it is not 
unknown for advocates of current or 
replacement cost reporting to insist that 
the claims of creditors are restricted by 
legal considerations to their money 
claims. I submit, with all due deference 
to Jevons and his multitude of quoters, 
that there is another dictum—not possess- 
ing an equal venerability, but I suggest 
having an equal validity—in the words 
with which Bergen Evans opens his “The 
Natural History of Nonsense”, namely: 
“We may be through with the past, but 
the past is not through with us.”°” 


It may turn out that the kind of state- 
ments that shareholders are provided with 
are not the best form of answering the 
question of what the directors have done 
with the money entrusted to them; it may 
be that other statements will have to be 
developed for this purpose. But it is one 
of the questions that, under existing con- 
ditions, the balance sheet—as an 
accounting report from directors—pur- 
ports to answer. It is also not irrelevant 
or unimportant to notice that it is the 
answer to this question which can be 
reasonably verified by audit procedures. 


Now, from this point of view (and I 
admit that, although fundamental and 
primary, it is not the only point of view) 
the balance sheet can be regarded as a 
statement showing, on the one hand, the 
sources from which funds have been 
derived, and, on the other, the ways in 
which those funds have been invested or 
applied. In this respect, historical cost is 
of elemental importance, and deprecia- 
tion must of necessity be calculated in 
relation to the original cost of the depre- 
ciable asset. Whatever the method of 
calculation may be—straight line, reduc- 
ing balance, sum of the years’ digits or 





18. W. Stanley Jevons: The Theory of Politi- 
cal Economy (ist Ed., 1871, Macmillan. 
London), p. 159. 


19. Bergen Evans: The Natural History of 
Nonsense (Michael Joseph, London, 


1947), p. 11. 





any other—the base on which the calcu- 
lation is made is that of original outlay 
on the asset. For in this connection the 
directors must say, in effect: “We have 
derived our funds from these sources 
(including yourselves, the shareholders) 
and we have spent so much on such and 
such assets, and of the cost of certain of 
these assets such and such a proportion or 
sum has been allocated against this and 
past periods’ revenue, leaving so much 
to be allocated against the revenue of 
future periods.” In this sort of proposi- 
tion, I cannot see how historical cost can 
be escaped. 


The balance sheet today is a grossly 
overworked statement and is falling down 
on its job because too much is being 
required of it. It has to serve as a state- 
ment of funds position, a statement of 
financial position, a statement of current 
valuation, and a statement reflecting for- 
ward-looking policy. We surely expect 
too much of it and its companion state- 
ments. 


I suggest that for reporting to share- 
holders, creditors, potential investors and 
others a number of different statements, 
honestly prepared in a spirit of willing 
disclosure, are required. To answer the 
fiduciary question, a statement is required 
that will show where the funds of the 
concern have come from and how they 
have been applied; this might go back to 
the inception of the enterprise or to a 
point of reorganisation in its history 
appropriate for the purpose, and be made 
cumulative year by year or quarter by 
quarter, with a statement of assets, liabili- 
ties and proprietorship on a _ historical 
basis. These statements, with their cor- 
responding revenue or profit and loss 
statements, would be capable of being 
audited in accordance with the standards 
and procedures developed by the auditing 
profession in the course of its history. 


To answer the shareholder’s question: 
“What is my share of the proprietorship 
of the firm fairly worth?”, another state- 
ment is required showing reasonable cur- 
rent values of assets in relation to liabili- 





26 








ties and commitments. It might be soci- 
ally desirable to require the values placed 
upon assets for this purpose to be sup- 
ported by expert valuations. 


Once the situation is clarified and 
generally agreed upon, I have no doubt 
about the ingenuity of accountants to 
devise the procedural means and find 
appropriate bases for meeting the prob- 
lems involved. 


I am, however, conscious that it might 
take twenty years or so of thinking and 
discussion before any suggestion such as 
this will find practical expression in the 
area of company reporting, and that 
therefore it will take that long before the 
reporting aspect of depreciation is being 
satisfactorily handled. 


The Problem of Financial Policy 


The question of what directors in their 
fiduciary capacity have done with the 
money of shareholders and creditors is 
not, however, the only problem they have 
to face. They also have to manage the 
resources entrusted to them so as to 
ensure an adequate and, if possible, the 
best return to shareholders over the 
period of their management. It is in this 
respect that the notion of the going con- 
cern, with the enterprise viewed as having 
an indefinite future existence, becomes 
significant in this context. 


What the best return may be is open 
to varying interpretations based upon the 
fluid assumption of maximisation of 
profit. This assumption may be con- 
venient, perhaps even necessary, but | 
think it is proper to note that, when 
we are dealing with ex post income (or 
profit) at least, there is no way of check- 
ing up on whether, in a particular case, 
profit has in fact been maximised. It is 
also worth noting, perhaps, that this 
postulate of maximisation of profit is not 
necessarily of universal application i 
accounting enterprises. For example, it 
public utilities and institutional enter- 
prises the assumption adopted may be 
that of providing maximum service to 
particular categories of people. 
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One problem, however, that manage- 
ment is seriously concerned with in this 
connection is that of maintaining the pro- 
ductive capacity (whether of commodities 
or services) of a given enterprise, and 
this involves the replacement of long- 
term assets as they become due for 
replacement. Consideration of this prob- 
lem has given rise to the argument that 
the cost of replacement of given assets 
should be the basis of the periodic charge 
for depreciation. The essence of the 
problem, so far as I can see, appears to 
be to ensure that adequate financial re- 
sources are available to acquire the 
requisite assets at the time of replace- 
ment. In a period when prices have risen 
considerably, this problem can become 
acute. 


This brings us back to the question 
raised earlier, viz., what steps can be 
taken to ensure replacement of durable 
goods at the appropriate time? 


As an isolated instance out of many 
that could be cited, we can take the state- 
ment of Sir Ernest Murrant, chairman of 
the big liner group. Furness, Withy, in 
1956: “What the shipping industry has 
been saying for years past is now passing 
from the theoretical to the practically 
demonstrable stage, viz., that earnings, 
less taxes, cannot keep pace with the 
increased cost of replacing the older units 
of the fleet. If existing conditions con- 
tinue, it is probable that (a) it will be 
increasingly difficult to maintain the 
actual amount of tonnage under the 
British flag and (b) the relative propor- 
tion of the British share of world tonnage 
will continue to decline.”*°°® The chair- 
man of Cunard, Colonel Denis Bates, 
stated that over six years Cunard could 
have saved £14m. in tax had its fleet 
been registered in a tax-free country like 
Liberia, and this would have solved the 
whole problem of replacing the com- 
pany’s ageing tonnage at today’s high 
building costs.?)) 





20.The Chairman Speaks, The Birmingham 
Post, No. 4, March, 1957, p. 6. 


21. Ibid. 
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The finger is clearly pointed at taxation 
as the villain in the piece, and the posi- 
tion presumably is that if tax payments 
were not so high as they have been there 
would have been a much greater oppor- 
tunity to amass financial resources to pay 
for high-cost replacements. What is 
required is some measure to prevent the 
paying out of cash resources over a 
period so that there may be sufficient 
available for replacement. If one were 
tempted to be cynical, one might suggest 
that the non-payment of dividends might 
be as effective as the non-payment of tax 
in providing resources for this purpose. 
Although when put baldly in this way 
the proposition is unpalatable, it is not 
far removed from some of the argument 
that has been put forward in recent years. 
It has been suggested that in a period of 
rising prices we should calculate depre- 
ciation on a basis of current or future 
replacement cost; this would have the 
effect of stating lower earnings than if 
historical cost were the basis adopted; 
these lower earnings would in turn attract 
lower tax and permit lower dividends; 
and resources would thus be available for 
replacement of long-term assets when this 
becomes due. 


It has become a common proposition 
to say that charging depreciation provides 
funds (whether these are adequate for an 
envisaged purpose or not). For example, 
a writer in the May, 1958 issue of The 
Manchester School of Economic and 
Social Studies states: 


“Depreciation conceptually means setting 
aside part of the proceeds realised by means 
of the productive capital asset—this part 
corresponding to the process of imaginary 
depreciation of the asset—in such a way 
that the cost of the fixed asset is evenly 
spread over the output it helped to produce 
and that by the end of the service life of 
the asset the amounts set aside are exactly 
equal to the replacement value of the 
asset, which now may be scrapped and 
replaced by an analogous new one.”22 


To say that in making a charge for 
depreciation part of the proceeds are 





22. Branko Horvat: The Depreciation Multi- 
plier and a Generalised Theory of Fixed 
Capital Costs, p. 137. 
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“set aside” may be only a terminological 
inexactitude, but for the vast majority of 
cases it is surely a misconception to sup- 
pose that there is a depreciation fund 
existing at any given point of time from 
which replacements can (or, what is per- 
haps more germane at the moment, can- 
not) be financed. To speak of deprecia- 
tion charges as if they generate cash 
resources, is, at the best, a kind of short- 
hand among those who fully appreciate 
the indirectness of any such generation; 
and it might be noticed in passing that 
the method of setting out a funds state- 
ment to show the addition of depreciation 
to the net profit as a source of funds 
probably strengthens the tendency for 
investors and others to believe that depre- 
ciation charges themselves directly gener- 
ate cash. On the contrary, as we all 
know, the significant elements in the flow 
of funds are the proceeds from sales and 
other sources of revenue on the one 
hand, and the outlays involved in costs 
and expenses on the other; a charge for 
depreciation recognises a cost but not an 
outlay in the period under review; it does 
not involve funds at all and is added to 
net profit in this context as an arithmeti- 
cal short cut to arrive at the funds derived 
from the excess of proceeds over outlays 
during the period. 


There are thus two distinct elements 
to be considered in this aspect of the 
problem—the element of making a 
periodic charge for depreciation and the 
element of financing replacements when 
these are necessary. I suggest that the 
one has no more than a coincidental rela- 
tion to the other, and that there is no 
fundamentally necessary connection be- 
tween them. As an illustration of this 
point, a case which came to my notice a 
little while ago may be of interest. The 
master of a university residential college 
discussed with me the way that deprecia- 
tion of equipment should be treated in 
the college accounts and statements. In 
such a case as this, there is no tax 
liability, and there is no question of divi- 
dend distribution, so that a charge for 
depreciation has no significance in either 
of these respects. Further, if the net 
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result for a period is to be used as a 
measure of efficiency or a means of con- 
trol, a result without charging deprecia- 
tion would be just as valid and effective 
as one arrived at after charging deprecia- 
tion. We came to the conclusion that it 
would be feasible to use a working 
expenses statement and ignore deprecia- 
tion as a charge against revenue. At the 
same time, however, the problem of pro- 
viding resources for replacement of the 
equipment in due course was recognised 
as a very real one which we thought 
should be faced from period to period 
by placing actual cash resources in a 
replacements fund investment, irrespec- 
tive of whether a charge was made for 
depreciation or not. This instance, | 
thought, brought out very forcibly the 
distinction between the charge aspect 
and the financing or fund aspect of 
depreciation. 


Of course, in a profit-earning organisa- 
tion, the charge aspect is highly important 
because of its implications for dividend 
distribution and for measuring earning 
capacity, but this does not destroy its 
distinction from the problem of financing. 
It may be desirable to charge more or 
less than the estimated amount required 
for replacement; whatever amount is 
charged, there still remains the problem 
of financing replacements by doing some- 
thing positive to ensure the existence of 
adequate funds when the time for replace- 
ment arrives. 


In this connection, it may be noted that 
the provision of resources based solely 
on current costs is not sufficient to meet 
replacement costs in a period of con- 
tinually rising prices unless cumulative 
adjustment is made in each successive 
period to cover the deficiencies of past 
periods in relation to the current period. 


The Problem of Cost Determination 


There still remains the significant 
problem of cost determination. The ques- 
tion here is to ascertain what are current 
costs period by period; the difficulty ' 
to know or determine in each period 
what is happening now and to interpre 
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and measure it. In some of its aspects, 
this problem can scarcely be divorced 
from that of financing replacements, but 
there are a few matters which can be 
distinguished. 


When we make a periodical charge for 
depreciation, what is it that we purport 
to do? If we identify the charge with the 
financing of replacements, the answer is 
that the charge this year represents this 
year’s share of the future replacement 
cost. But how do we determine what 
this year’s share should be? If we do 
not indentify the charge with the 
financing, are we trying to measure the 
deterioration of the physical asset during 
the period, or its use, or the benefits 
derived from its use, or merely the pas- 
sage of time? 


It is often suggested in accounting 
literature that we are not concerned so 
much with the physical asset in charging 
depreciation as with the service potential 
that the asset embodies, and that depre- 
ciation represents the use or using up of 
this service potential. Now, this sounds 
rational and sophisticated, but, at the 
same time, what do we know of what is 
happening to this service potential except 
by observing the physical object which 
is its embodiment? 


With respect to physical assets, what 
do we know of what is happening day 
by day? With some assets, gradual 
deterioration is discernible; with others, 
physical breakdown appears suddenly, 
and their use is just as efficient the 
moment before breakdown as it was 
when it was first acquired; with others 
again, production (the realisation of ser- 
vice potential) increases over a period to 
a peak and then gradually falls away (for 
example, a dairy cow). As Dr. Scott put 
it some years ago: “There are technical 
peculiarities connected with the utiliza- 
tion of many assets. If we make the flat 
statement that depreciation is indetermin- 
ate and that methods of calculating depre- 
ciation do not undertake to present actual 
Periodic depreciation [by which I pre- 
sume he meant physical deterioration], 
we thereby advertise the accountant’s 
ignorance of that technical familiarity 
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with the conditions under which assets 
are used which business men need and 
typically do have as a basis for their 
managerial decisions.”’‘?* 


This suggests that a good deal of 
research is required into what might be 
called the physical behaviour of depre- 
ciable assets before we can hope to 
arrive at adequate formulae for allocat- 
ing cost (whether it be historical, current 
or replacement cost) to accord with any- 
thing that is actually happening to or in 
the types of assets concerned. It is not 
sufficient, from this point of view, merely 
to have different rates of depreciation for 
different kinds of assets; we need differ- 
ent charging formulae as well. 


But this is not all. When we are con- 
sidering the place of depreciation in 
managerial decisions, we have to think 
of the problem from the viewpoint of the 
manager. He is concerned with getting 
a measurement of net result, and this 
means that the problem becomes one of 
matching costs and revenues—whether 
in relation to periods or projects or types 
of activity. Matching costs with revenue 
is a procedure of expedience and con- 
venience, in that revenue for a period, 
project or activity is generally more 
readily ascertainable than are the costs. 
So that, in effect, we take a certain 
revenue and try to trace backwards, as it 
were, the costs relevant to that revenue. 


This procedure, however, is broadly 
the reverse of what happens in fact 
Many costs are actually incurred in 
advance of revenue being earned, and, 
broadly speaking, they are incurred in 
order to earn revenue. If we were to 
adopt the reverse procedure of matching 
revenue with costs, we should quickly 
come up against the fact that at the time 
that costs are incurred it is not known 
what revenue they will produce; and 
some costs do not produce revenue at 
all—for example, insurance which is paid 
as a protection against loss. 





23. Dr. Scott: “Defining and Accounting for 
Depreciation,” Accounting Review, July, 
1945, reprinted in W. T. Baxter (Ed.): 
Studies in Accounting, q.v. at p. 354. 
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Applying this to long-term assets, it 
means that when, say, an item of equip- 
ment is bought it is not known what its 
revenue potential is. It may be bought 
because it will produce more articles in a 
given time, and therefore more cheaply, 
or because it will produce a better quality 
article, or because it will be easier or 
more economical to operate, or simply 
because it replaces a worn-out piece of 
equipment. Hence, in most cases the 
acquisition of a long-term asset comes 
down to a problem in differential costs, 
whether this is specifically recognised or 
not. 


Having acquired the asset, the business 
man confronts the accountant with the 
task of determining the costs attached to 
using it—or to not using it. Some of 
these costs are fairly readily ascertain- 
able, for example, the cost of power or 
maintenance. Leaving aside the question 
whether sporadic repairs should be 
treated as costs in the period in which 
the outlay takes place or spread over a 
number of periods, the question of the 
treatment of the so-called capital cost of 
the asset is one that is not easily resolved. 
In attempting to find an answer, I think 
it is necessary to consider something of 
the nature of the decision to acquire. 


If the asset is acquired for a termin- 
able venture or project, that is, if it will 
not be used beyond a specific purpose, 
it is reasonable to use the original outlay 
as the basis for cost allocation. This 
might be the case, for example, in rela- 
tion to jigs, dies, etc., made for a par- 
ticular model or type of product which 
will not be repeated when the projected 
run is completed. 


But if it is envisaged that the asset 
will be replaced when it is worn-out by 
another to do the same work, it might 
well be more reasonable to take the 
estimated replacement cost as the basis 
on which to calculate the periodic costs 
to be matched with revenue of each 
period. 


But there is a further case, which is 
by no means uncommon, especially in 
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a developing country. If it is hoped that 
the enterprise will not remain static, but 
will grow, it is likely that the decision 
makers will hope to replace their assets 
by bigger and better ones as technologi- 
cal improvements are made. In this case, 
the appropriate basis might be the esti- 
mated cost of the bigger and better equip- 
ment at the time of replacement of the 
presently operated equipment; that is, if 
growth is positively planned, even re- 
placement cost of the same or equivalent 
assets is not sufficient for a developing 
concern to take as the relevant cost for 
matching against revenue. 


It is sometimes suggested that current 
replacement costs should be adopted as 
the basis for assessment of depreciation, 
on the argument that the relevant cost 
concept is that of opportunity cost, that 
is, the revenue that is foregone in using 
an asset as opposed to hiring it to other 
users, and this opportunity cost is taken 
to “reflect the asset’s replacement 
cost.”* If it is argued—as it appears to 
be sometimes—that this is a more realis- 
tic approach than any other, we must 
surely ask how realistic is the opportunity 
to hire one’s assets to others? There may, 
admittedly, be some opportunities for 
firms to lease their whole premises and 
undertaking to other firms, but I doubt 
whether it is frequently done. Further. 
how much opportunity is there for a 
given enterprise to hire out its individual 
assets? In determining this opportunity 
cost, would not other costs, apart from 
the cost of using particular assets, be 
taken into consideration in arriving at a 
decision? Once again we come back to 
the proposition that an enterprise is 
something like an organic whole, in which 
it becomes a little artificial to separate 
particular assets from the elements of 
organisation and personnel that combine 
with them in constituing what we think of 
as a firm or institution. 





24. Cf. Russell Mathews and John McB. 
Grant: Inflation and Company Finance, 
(Law Book Co. of Australasia, Sydney, 
1958), p. 11. 
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ACCOUNTING 


NE of the aims and objects of 
accounting is the maintenance 
of records to assist in safeguarding 
the assets of a business, and in this 
regard it is important that suitable 
and effective records be maintained 
of plant and equipment items which 
represent, in value, a large part of 
the shareholders’ or proprietors’ in- 
vestment in a business. In addition, 
detailed plant and equipment records 
are invaluable, if not essential, in 
the calculation of depreciation, pre- 
paration of income tax, plant and 
equipment schedules and for insur- 
ance purposes by providing a basis 
for determining insurable values and 
substantiating claims for losses in- 
curred. 


Plant and Equipment Ledger 


A subsidiary plant and equipment 
ledger may be set up with a separate 
ledger account for each item, or 
group of items, to record the detailed 
history of each item, or group of 
items, description, location, date of 
issue and value, depreciation rate, 
disposal, and so on. For identifica- 
tion purposes and to assist in pre- 
paration of inventories each item 
could be given a serial number, and 
this number be either painted on 
each item, a metal plate affixed, or 
the number impressed by some 
— so that it cannot be obliter- 
ated. 


The general ledger classification of 
accounts usually provides for control 
accounts under each type of plant 
and equipment items, such as office 
machines, motor vehicles, workshop 
equipment, etc., and the plant and 
equipment subsidiary ledger controls 
and accounts must be in agreement 
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By A.G. BARTON, F.A.S.A., F.C.A.A., F.C.LS. 
Chief Accountant, Trans-Australia Airlines. 
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The accounting for plant and 
equipment embraces: the record- 
ing of plant and equipment 
items and accounting for de- 
preciation. 





. 


with the general ledger control ac- 
counts. Balances should be taken out 
regularly for this purpose. To verify 
the physical existence of the plant 
and equipment items inventories 
should be prepared at intervals, the 
lists certified, valued at the plant 
and equipment ledger prices and 
compared with the detailed records 
and control accounts, with approp- 
riate action on discrepancies. 


Depreciation 


For the purpose of raising periodic 
charges and allocation to production, 
distribution or service/adminstrative 
departments a schedule of deprecia- 
tion may be prepared, using the 
plant and equipment ledger accounts 
for item, or group, values, and the 
rate of depreciation. 


Assuming that a fixed instalment 
or reducing balance method is used 
for calculating depreciation, each 
item, or group, would be listed, unit 
values entered and depreciation rates 
applied and the amount of calculated 
depreciation spread over the cost 
centres or departments by account- 
ing periods from a standard journal 
entry. 

The chart on the next page depicts 
a general plant and equipment ac- 
counting/control system designed to 
provide the necessary safeguards and 
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satisfy accounting requirements with The system could be tailored to 
a minimum of clerical effort. suit the needs of small businesses, 

Under this system depreciation Which may not require unit control, 
can be calculated directly from the Py subdivision of the general ledger 
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INSURANCE 


It is impossible to cover fully all 
phases of loss of profits insurance, 
or as it is also called—‘‘Consequen- 
tial Loss Insurance,” in this article, 
which therefore will comprise a 
general description of the insurance 
with some comments on the com- 
pletion of the proposal, as I feel 
that if this is properly done it will 
provide, in the event of a loss, ade- 
quate cover for the insured in ac- 
cordance with his requirements. 


One of the policy conditions pro- 
vides that on the happening of any 
damage constituting a claim under a 
loss of profits policy, the insured 
shall forthwith give notice thereof 
to the company and the insured shall 
deliver to the company a statement 
of any claim certified by the account- 
ant appointed to investigate the loss 
(who shall be a professional ac- 
countant appointed by the company 
and the insured or failing such ap- 
pointment, one nominated by the 
president of the Australian Society 
of Accountants), and to make the 
preparation of this statement prac- 
ticable, it is necessary for all con- 
cerned that the original proposal be 
properly drawn up. 


Under an ordinary fire insurance 
policy, only the actual material loss 
or damage to property can be 
covered and any loss of gross profit 
(i.e. net profit and standing charges) 
caused by the interruption of the 
business would have to be borne by 
the insured unless he had effected a 
profits insurance. The material in- 
surance, therefore, protects capital, 
whereas the loss of profits insurance 
may be said to protect the earnings 
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or revenue which, in certain circum- 
stances, could be very seriously af- 
fected by even a small fire in a vital 
spot (i.e. in the power unit of a fac 
tory). It may thus be seen that fire 
insurance is not complete without 
loss of profits insurance. 


Briefly, the scope of the purpose 
of a loss of profits policy is to place 
the insured in as nearly as may be 
reasonably practicable the same posi- 
tion (no better and no worse) than 
he would have been in if no. damage 
had occurred. Assuming full in- 
surance is effected, this can be done 
alike for the small trader as for a 
large public company. 


The policy is a contract of indem- 
nity and undertakes to make good up 
to the limit of the sum insured, loss 
of gross profit due to— 


Diminution or entire loss of the trad- 
ing profit of a business following 
a reduction in turnover or output. 


Payment of standing charges. 


Increased cost of working, neces- 
sarily incurred in order to mini- 
mise loss of turnover or output. 


Included under these headings, 
there is not only cover in respect of 
loss of net profit, but protection of 
the livelihood of permanent em- 
ployees. 


The Australian Accountant, January, 1959 


















of 
q 


l- 
3 
i] 








The primary object is to ensure 
that net profit earned by the busi- 
ness shall be maintained and that 
shareholders—where such exist—or 
proprietors of businesses shall re- 
ceive their dividends, notwithstand- 
ing that serious inroads had been 
made in the profit earning capacity 
of the business. This is just as im- 
portant to the small business as to 
the larger one. 


The increase in cost of working 
may be caused by expenditure in- 
curred for the purpose of maintain- 
ing the profit earning capacity of the 
business at its pre-fire level. 


It may involve the purchase of 
goods elsewhere, the temporary leas- 
ing of other premises and machinery, 
employees working overtime, and 
similar expedients to maintain the 
business after the fire at its normal 
level. 


The Completion of the Proposal 


Whilst the modern trend in in- 
surance practice is to dispense with 
a proposal form wherever possible, 
such a procedure is not practicable 
with profits insurance. 


Reference to the first paragraph 
of the policy will find the follow- 
ing :— 

“Whereas the Insured named in the 
Schedule hereto has delivered to the...... 
Company, a proposal dated............. 
which it is agreed shall be the basis of this 
contract of Insurance, etc., etc.” 
Therefore, the insured or his repre- 
sentative should exercise the greatest 
care to ensure that, in completing 
the form, all questions are answered 
fully and completely; particularly is 
this so in regard to the interest to be 
insured, and as the profits cover is 
very adaptable it is of vital im- 
portance that it be adapted to suit 
the particular business to be insured. 


The following details are usually 
required on the proposal :— 


ae of proposer—should be given in 
ull. 


Address in full—registered address of 
proposer. 
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Nature of business carried on — Each 
separate and distinct class of business 
carried on by the insured should be 
mentioned. 


Situation of ALL premises to which the 

insurance is to apply. 

In the majority of cases there is 
one location only, but if different 
situations are involved it is neces- 
sary to give all of them. Particu- 
larly is this so when a business is 
dependent on others for raw mate- 
rials or for special lines (e.g. in the 
case of distributors of special lines 
made elsewhere) it is even possible 
to include these suppliers’ premises 
under this heading. In this case an 
extra rate is generally payable. 


Briefly, this item should include 
all the premises upon which the 
profit earning capacity of the busi- 
ness is dependent. This often means 
the inclusion of bond and free stores 
or other outside storage premises. 


Perils Insured Against 


The contractual clause of the loss 
of profits policy states, inter alia— 
“That if any building or other 
property or any part thereof used by 
the insured at the premises for the 
purpose of the business be destroyed 
or damaged by Fire, Lightning, Ex- 
plosion” which are the usual perils 
covered under a material fire policy 
(except that the loss of profits policy 
extends to include any boiler or 
economiser on the premises and not 
only those for domestic use) 

“Then the Comueny will pay to the in- 
sured, etc., etc 


“Provided that—the Insured’s property 
destroyed or damaged at the premises is 
insured against such damage.” 


It will be seen therefore that the 
profits insurers rely on there being 
a bona-fide claim under the fire 
policy before a claim can be accepted 
under the profits policy. 


In the case where the fire policy is 
with one company and the profits 
with another and the fire company 
makes an ex-gratia payment, it will 
not necessarily follow that the com- 
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pany insuring the profits policy will 
acknowledge a claim under its in- 
surance. 


It is my personal opinion, there- 
fore, that it is preferable in many 
respects that both the material and 
profits policies should be with the 
same company. 


The basic profits policy covers 
those perils normally covered under 
a fire policy, but both policies can 
be extended to include additional 
contingencies such as the follow- 
ing :— 

Explosion 


Riots and strikes 
Aircraft and/or articles dropped 
therefrom 

Sprinkler leakage 

Storm and tempest 
or any other special perils or exten- 
sions which it is permissible to in- 
sure under a fire policy. Extra rates 
are chargeable for these extensions. 


On the proposal then follow the 
usual questions enquiring— 
Whether there is any other in- 
surance against loss of profits? 
Whether any proposal made for 
fire insurance or loss of profits 
has ever been declined? 
Whether the proposer has ever 
suffered loss by fire? 


These are the normal questions 
asked to enable the company to as- 
certain the moral standing of the 
proposer. 


The next question concerns the 
total amount of the annual fire in- 
surances with all companies on the 
contents of the premises to which 
the insurance is to apply together 
with the total net annual premium 
paid in respect of such insurances 
and the name of the insurance com- 
pany having the largest share. 


In addition to ensuring that a 
material damage insurance is in 
force, the information enables the 
profits insurer to obtain the neces- 
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sary details of the sum insured on 
contents and the annual premium 
paid so that the average fire rate can 
be calculated which is the basis for 
ascertaining the profits policy pre- 
mium. 


Now let us consider the important 
aspect of the interest to be insured. 
For the guidance of proposers, pro- 
vision is usually made for three 
items :— 

Gross profit, i.e., net profit plus 
standing charges. 


Public accountants’ fees for prepara- 
tion of claims under fire and loss 
of profits policies (a reasonable 
estimate). 

For either— 

(a) Wages in lieu of notice, 
limited to the sum which the in- 
sured shall be liable to pay and 
shall pay as wages in lieu of 
notice to terminate employment 
in consequence of the damage, 
or 


(b) Damages for breach of con- 
tract (if applicable). 


It is not proposed to comment fur- 
ther on the second and third items. 
However, the first item — Gross 
Profit — is most important as on this 
item rests the adequate completion 
or otherwise of the cover. 


In order to obtain full indemnity, 
in the case of insurances with an in- 
demnity period of twelve months or 
less, the sum to be insured is the sum 
of the estimated net profit and all 
the standing charges for twelve 
months. This does not necessarily 
imply taking the figures for the last 
financial year, but rather the antici- 
pated result for the next twelve 
months. 


Few, if any, businesses are so uni- 
form in their results that the figures 
for all four quarters are the same, 
or the turnover for both half-years 
is identical. It is also not possible to 
forecast when the damage might oc- 
cur, and it is therefore in the in- 
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sured’s own interest that the sum in- 
sured should represent the estimated 
gross profit for a complete financial 
year. 

The appropriate allowance is made 
in the premium, which varies in ac- 
cordance with the indemnity period 
selected. It must not be overlooked, 
however, that in some cases it is 
possible for the full amount of the 
policy to be paid when the indemnity 
period is a short one. There is also, 
of course, the other side of the pic- 
ture, that damage in the off-season 
may result in only a relatively small 
claim. 


It is not necessary to furnish sepa- 
rate figures in respect of net profit 
and standing charges, but it is desir- 
able that the proposer should keep a 
record of the basis on which he has 
arrived at the sum to be insured. 
This will prove helpful as a guide, 
and will also serve as a reminder to 
review the amount of insurance, 
should the circumstances of the busi- 
ness disclose a marked variation 
from the estimated figure during the 
financial year. 


Where the indemnity period ex- 
ceeds twelve months, the sum in- 
sured should be correspondingly in- 
creased, i.e., it should represent the 
net profit and all standing charges 
for the period selected. Thus, a 
policy with an indemnity period of 
24 months must carry a sum insured 
representing twice the estimated 
gross profit for one year. 


I have made reference in the 
interest to be insured of the term 
“gross profit, i.e., net profit plus 
standing charges’, and therefore let 
us now consider this expression. 


Accountants interpret these terms 
differently from the meanings given 
them in the profits policy. The dis- 
tinction is necessary since there is 
no uniform practice in the prepara- 
tion of profit and loss accounts, and 
Many items of expense which have 
been taken into consideration in ar- 
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riving at the accounting of gross 
profit and net profit are not fixed or 
standing charges to be included in 
the profits policy. This difficulty is 
overcome and possible ambiguity 
avoided by defining the terms in the 
policy. 

Net Profit is the net trading profit 
(exclusive of all capital receipts and 
accretions, and all outlay properly 
chargeable to capital) resulting from 
the business of the insured at the 
premises after due provision has 
been made for all standing and other 
charges, including depreciation. 


Firstly, it is to be noted that 
capital receipts and expenditure (i.e. 
those relating to investments as op- 
posed to those from trading) must 
be eliminated. 


Secondly, the reference to depre- 
ciation is noted. To obtain the net 
profit figure, all depreciation is de- 
ducted. That on stock is eliminated, 
but the remainder must be insured 
as a standing charge. 


Standing Charges broadly speak- 
ing are all those expenses which 
would still have to be met either in 
whole or in part, regardless of the 
earnings of the business, including 
such items as do not vary in propor- 
tion to the variation in turnover, and 
it is these items that should be in- 
sured. 


Various authorities differ on the 
definition of standing charges, but I 
feel that the one mentioned could 
suffice. 


There is a tendency when con- 
sidering the insurance of standing 
charges to visualise only the effect 
of a total loss, involving a complete 
stoppage and the cessation of certain 
charges. In reality, of course, a 
partial loss is the more likely event 
and in these circumstances such 
charges may not be diminished at 
all, while turnover could be reduced 
considerably. Each charge then 


must be carefully considered, bear- 
ing in mind the particular circum- 
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stances of the insured’s business and 
the probable effect of any event 
likely to interfere or interrupt the 
business. 

When there is a doubt about a 
particular charge, it is better to in- 
clude it in full, especially if the pre- 
mium cost involved is small. In fact, 
where small businesses are con- 
cerned, it might be advisable to in- 
clude all charges as standing charges 
since the total premium involved 
will not be greatly increased thereby, 
and full indemnity will be ensured. 


A stereotyped list of standing 
charges such as most companies pro- 
duce as a guide for arriving at the 
sum insured should be used with dis- 
cretion. 

Too often there is a tendency to 
use this list as the basis of the policy 
without any attempt to vary them by 
reference to the insured’s books, or 
to find out if there are any other 
charges, peculiar to the insured’s 
business, which should be named as 
standing charges. 

It is not necessary slavishly to 
detail every standing charge, as the 
smaller items may be included in the 
embracive “miscellaneous standing 
charges, not exceeding five per cent. 
of the total of other standing 
charges.” 

Proper provision should a’3o be 
made for increased costs—to neglect 
this is to invite the penalty of 
“average”’. 

In general, over-insurance rather 
than under-insurance is to be en- 
couraged under this heading. 

Where the total sum insured on 
net profit and specified standing 
charges exceeds £20,000, the insured 
is allowed the facility of the rebate 
clause, where if supported by an 
auditor’s certificate, the results 
actually achieved fall short of the 
estimates used as a basis for the in- 
surance, a rebate of premium is al- 
lowed. 

It cannot be too greatly stressed 
that the details of a profits policy 
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should be completely reviewed on 
each renewal or even regularly 
throughout the year if the business 
is fluctuating. 

This is particularly necessary 
when it is realized that under the 
policy definitions applicable to net 
profit and standing charges, a form 
of “average” applies. 


The Indemnity Period 


This must not be confused with 
the term of the policy. Naturally, 
the proposer is the best judge of 
this period, as with the expert know- 
ledge of his own business he should 
be best qualified to judge the length 
of time it would take for his busi- 
ness to return to normal following a 
severe fire. 

The period will vary according to 
the nature of the business; thus a 
manufacturer relying on imported 
machinery would require a much 
longer indemnity period than a re- 
tailer whose stocks can be easily re- 
placed locally. 


In conclusion, I should like to 
stress the following points in regard 
to the completion of the proposal. 
Ensure that the situation of all 

premises is shown. 

The material and profits policies are 
extended to include all perils to be 
insured against. 


Ensure that the net profit is calcu- 
lated allowing for business fluctua- 
tions to provide full insurance, 
thus avoiding average. 


All standing charges are included 
for an adequate amount also 
avoiding the possibility of average. 

The indemnity period is sufficient to 
provide revenue during the period 
which the results of the business 
shall be affected in consequence of 
the damage. 

Loss of profits insurance must be 
considered to be complementary to 
fire insurance, and, in fact, fire in- 
surances of a business are not com- 
plete without loss of profits in- 
surance. 
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CURRENT PROBLEMS DISCUSSED 


IN OVERSEAS JOURNALS 


Notes prepared by members of the teaching staff in 
the Department of Accounting, University of Melbourne. 


ACCOUNTING PROCEDURES 


In The Accounting Review, July, C. 
T. Zlatkovich, “Some Principles of 
Accounting Systems Design,” discusses 
five fundamental rules which, if followed, 
should yield satisfying results from an 
accounting system at comparatively low 
cost. 


ACCOUNTING REPORTS 


The N.A.A. Bulletin, July, carries 
three case studies in the planning and use 
of management reports. “The Case of the 
Impatient Works Manager” is portrayed 
by J. L. Walton as a court-room drama, 
with the controller in the dock. D. L. 
Wilson insists that “Daily Profit Esti- 
mates Are Practicable,” while R. E. 
Newberg takes his readers “Page-By-Page 
Through a Small Company’s Monthly 
Analytical Report.” * 


ACCOUNTING PRINCIPLES 


Robert L. Dickens, in the New York 
Certified Public Accountant, June, dis- 
cusses the “Formulation of Accounting 
Principles for Non-profit Institutions.” 
He critically examines the arguments 
often used to justify a departure from 
accrual accounting: 1. Reporting on 
stewardship as the goal of accounting; 2. 
The absence of the profit motive; 3. The 
necessity of conforming to a budget which 
is normally a cash budget. He feels that 
these arguments are not sufficiently 
weighty to justify such a departure from 
normal commercial accounting principles. 
The most valuable form of report would 
show a proper breakdown between the 
resources used in carrying out the various 
service functions of the organisation, 
those used in administering the pro- 
gramme, and those used in the attempt to 
raise funds. 
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The necessity for an auditor in the 
U.S. to state that the financial position 
and results of operations as disclosed in 
the report conform with generally accep- 
ted accounting principles tends to delude 
the reader of the reports because it is not 
disclosed that for the same transaction 
there are acceptable alternative principles 
which produce widely different results 
and so destroy comparability of reports 
of different companies. L. Spacek, “The 
Need for an Accounting Court,” The 
Accounting Review, July, puts forward a 
case for the institution of a court in which 
opposing views could be considered and 
a ruling given as to which one of a 
number of different principles should be 
regarded as the accepted accounting prin- 
ciple. 


ACCOUNTING THEORY 


In an article entitled “The Account- 
ant’s Function ‘Infallibility’ or ‘Skill and 
Judgment’” in The Accountants’ Journal 
(N.Z.), July, A. S. Carrington critically 
reviews accounting conventions and prac- 
tices, such as the idea that the monetary 
unit is the best common denominator to 
use in measuring and reporting business 
activities, and fluctuations in its purchas- 
ing power may be ignored. He also con- 
siders the difficulties that arise out of 
misunderstanding of these conventions 
by the public. He suggests that each 
accountant should be active in awaken- 
ing the public to an understanding of the 
skill and judgment necessary in account- 


ing. 


R. C. Dein, “The Future Development 
of Accounting Theory,” The Accounting 
Review, July, views accounting theory 
as “a scheme of interrelated and intern- 
ally consistent ideas on the manner and 
the devices by which the functions of 





39 
















accounting can be realized.” The begin- 
ning point in the development of such a 
theory will then be a fairly precise notion 
of the functions that accounting can or 
must serve in society. 


ANALYSIS AND INTERPRETATION 


E. J. Mann, “Cash Flow Earnings— 
New Concept in Security Analysis”, The 
Accounting Review, July, discusses the 
challenge to the accounting determination 
of profit by investment analysts who have 
developed the concept of “cash flow 
earnings” as a tool to be used in security 
analyses. 


BUDGETING AND COST 
CONTROL 


Reduction in lost man and machine 
time is seen as a fruitful source of cost 
savings by I. W. Keller, writing in the 
N.A.A. Bulletin, July. He recommends 
continuous study of machine and per- 
sonnel utilisation, accompanied by regu- 
lar reports to management. 


The need for “Setting Operating Goals 
and Measuring Achievements” is dis- 
cussed by C. H. Sneider in the same 
issue. The sort of operating goals he has 
in mind are cost reduction targets, inven- 
tory turnover rates, or extent of partici- 
pation in a personnel development pro- 
gram. At the time goals are set, it should 
be decided what degree of achievement 
will constitute excellent, good, fair or 
poor performance. Monthly performance 
reports are then related to these targets. 


In the same issue, V. Schmidt advo- 
cates “Constructing and Using a Flexible 
Budget for Manufacturing Cost Control.” 


K. H. Saunderson writes on “Account- 
ing in Commercial Television” in The 
Accountant, 26 July, covering briefly 
classification and control of costs, pre- 
paration of budgets, and the production 
of information for management. 


CAPITAL MANAGEMENT 


John A. Beckett, in the July issue of 
The Controller, writes on “The Back- 
ground for Making Effective Capital 
Commitment Decisions.” He suggests 
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that the techniques and formulae that 
have been developed for evaluating capi- 
tal investments should be seen in their 
correct perspective because capital com- 
mitments are not made wholly on the 
basis of measurable quantities. He claims 
that the reasons for the commitment, 
sources of finance and responsibility for 
the decision are important considerations 
and suggests that capital for replacement 
and cost reduction could, within limits, 
be entrusted to the divisional manager, 
but decisions relating to expansion and 
quality improvement should be reserved 
for the board of directors. 


In an article, “Calculations in Re- 
equipment”, in The Accountant, 26 July, 
James M. S. Risk discusses factors affect- 
ing decisions on capital expenditure 
under the headings of forecasts and 
assumptions, margins of error, return on 
investment and other factors. He briefly 
discusses methods of screening projects, 
such as the profitability, pay-off period 
and break-even period tests, and pro- 
vides a check list for forecasting as well 
as examples of statements for the several 
methods. 


“New Techniques for Judging Pro- 
posed Capital Expenditures” are de- 
scribed by H. G. Hill Jr. in the N.A.A. 
Bulletin, July. The author favours the 
discounted cash flow method. 


COMPANIES 


In the July issue of Accounting Re- 
search, there appears the first section of 
an article by Ronald Ma, on the “Com- 
position of the Corporate Sector.” This 
first section is titled “Some Company 
Statistics Since 1900”, but this is an 
understatement for, with the aid of some 
fourteen tables, the author not only 
indicates the importance of corporate 
activity but also provides a detailed sur- 
vey of trends in company organisation. 
In terms of aggregate capital, public com- 
panies continue to be more important. 
for, though their numbers have declined. 
their size has increased. What has been 
remarkable has been the great increase In 
the number of smaller exempt private 
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companies and, particularly since 1940, 
the decrease in liquidations or the im- 
proved chance of survival of all com- 
panies. 


DEPRECIATION 


The American Institute of Certified 
Public Accountants has_ revised its 
Accounting Research Bulletin No. 44, 
dealing with “Declining-balance Depre- 
ciation”. This July 1958 revision is con- 
cerned mainly with the anomalies which 
arise when the declining-balance method 
(or some other form of accelerated depre- 
ciation) is used in the tax returns, while 
the straight-line method is used in the 
financial books. The Institute’s Commit- 
tee on Accounting Procedure, which is 
responsible for this bulletin, believes that 
in these circumstances a provision should 
be made in the accounts for deferred tax, 
equal to the additional tax which would 
have been payable if the taxation return 
had been prepared on the same deprecia- 
tion basis as the financial accounts. 


DIRECT COSTING 


In The Accountants’ Journal, (N.Z.), 
July, Part 2 of the article, “Direct Cost- 
ing— An Appraisal”, appears. The 
dangers of short-sightedly accepting extra 
business on the basis of direct cost cal- 
culations without due consideration of 
the long-term effects are discussed. 
Methods of preparing statements are 
suggested which will draw attention to 
these long-term effects and direct proper 
consideration to them. 


EDUCATION 

R. J. Canning, “Training for an 
Accounting Career”, The Accounting 
Review, July, outlines the financial train- 
ing programme provided by General 
Electric in U.S.A. This programme, 
which aims at the individual’s “self- 
development”, is based on on-the-job 
training supplemented by an evening 
classwork programme. 


In the same issue of The Accounting 
Review, M. Backer and F. E. Fertig, 
“Statistical Sampling and the Accounting 
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Curriculum,” stress the growing need for 
accountants to be trained in statistical 
techniques. They suggest that the incor- 
poration of statistical applications into 
each accounting course, where pertinent, 
would be preferable to a separate study 
of statistical methods. 


ELECTRONIC DATA PROCESSING 


J. Diebold, “Putting it to Work : Mak- 
ing the Most of Automatic Data Process- 
ing”, The Cost Accountant, July, 
appraises the installation of data process- 
ing equipment. A study of 200 computer 
installations in the U.S. disclosed that 
fifty per cent. of the persons interviewed 
felt that their actual experience with 
computers did not measure up to their 
expectations. In virtually every case the 
actual costs of installation, conversion 
costs and operating costs had been under 
estimated. 


In The Controller, July, there is a short 
but interesting case history by R. A. 
Gaeca of the Eric Transistor Corpora- 
tion. “Cost Control through E.D.P.” is 
the title of the article in which he indi- 
cates the extent of the cost information 
supplied by their Univac 60 in a fraction 
of its time and lists the numerous other 
applications of the equipment. 


FORECASTING 


J. F. Weston, “Forecasting Financial 
Requirements”, The Accounting Review, 
July, describes two methods of forecast- 
ing the financial requirements of a firm. 
The first method expresses the firm’s 
needs in terms of the number of days’ 
sales tied up in the individual balance 
sheet items. The second method is that 
of regression analysis. These two methods 
were applied to fourteen large companies 
in the U.S. and it was found that the 
margin of error in the estimates was 
smaller for the regression method than for 
the average days’ sales approach. 


Forecasting’, by Harry 
Deane Wolfe, The Controller, July, 
presents, in graphical form, many 
statistical devices that can be used in 
forecasting sales. 


“Accurate 











INTERNAL CONTROL 


“In Standards for the Review of 
Internal Control,” an article appearing 
in The Journal of Accountancy, July, R. 
K. Mautz defends a broad definition of 
internal control and suggests five stand- 
ards for the review of internal control 
by independent certified public account- 
ants. 


INVENTORY CONTROL 


F. C. Gosewisch, N.A.A. Bulletin, 
July, suggests “Using Stratification to 
Measure Inventory Effectiveness.” By 
“stratification” he means item-by-item 
comparison of stock on hand plus on 
order, against planned stock levels based 
on estimated annual usage. 

In the same issue, J. Wiener proposes 
that work in process should be split into 
a number of categories ranging from 
“raw materials on floor” to “completed 
units on floor’, and the value of work in 
process in each category be accounted 
for. 

In the same issue, H. Clark draws 
attention to the savings possible through 
not accounting for inventory: economy 
in stores administration is achieved by 
writing off on receipt all items having a 
low unit cost and issuing them without 
requisition. Safeguards against abuse of 
the system are outlined. 

A case study in the same _ issue 
describes “Cycle Counts for Stores Inven- 
tories” at the Caterpillar Tractor Co. A. 
L. Miller outlines the whole procedure, 
from the selection of items to be test 
counted to the machine preparation of a 
summary. 


LABOUR 

“Learning curves” are curves used in 
the American aircraft industry to predict 
the reduction in labour cost which is 
likely to take place as experience is gained 
in the production of a particular model. 
R. Wyer, N.A.A. Bulletin, July, discusses 
the use of “Learning Curve Techniques 
for Direct Labor Management”. He con- 
cludes: “The learning curve is not just 
a poor substitute for labor standards. 
While in many ways less accurate, it fills 


42 





a definite need and .. . it builds improve- 
ment and progress into our figures rather 
than blind and rigid adherence to the 
past.” 


NO PAR SHARES 


An article in The Accountants’ 
Journal, (U.K.), July, examines the 
illogicality of the present methods of 
quoting dividend rates, returns on capital 
invested, and the statement of share- 
holders’ funds in published balance 
sheets. It is thought that the use of shares 
of “no par value” will remedy many of 
the defects of the present methods. It is 
considered likely that the next English 
Companies Act will allow the issue of 
such shares, the details of which are 
explained. 


OPERATIONS RESEARCH 

In “Operations Research and _ the 
Accountant”, N.A.A. Bulletin, July, A. 
A. Brown endeavours to explain to an 
audience of accountants how operations 
research men think. He also draws atten- 
tion to some dangers of absorption cost- 
ing and to the potential value to account- 
ants of statistical techniques. In the 
following article, O. A. Kral deals more 
specifically with “Statistical controls as 
An Accounting and Management Tool”. 
After a brief outline of some standard 
statistical tests, he describes two applica- 
tions: determination of the economic 
ordering quantity, and of the protective or 
buffer stock necessary to cope with varia- 
tions in demand or in procurement times. 

In The Internal Auditor, June, 
Richard Byerly discusses the impact of 
operations research and its tools, linear 
programming, random sampling, and the 
electronic computer, upon auditing. He 
ilustrates his article with several well- 
chosen case studies showing the savings 
in time and money which have been 
achieved by these techniques. He stresses 
the importance of statistical sampling : 
risk is unavoidable under statistical 


sampling just as it is with judgment 
sampling, the difference being that, with 
the former, we know precisely what the 
risk is. 








The Australian Accountant, January, 1959 








the 
of 
19: 


Th 





ints’ 
the 
of 
pital 
are- 
ance 
ares 
y of 
It is 
plish 
e of 
are 


the 
a A. 
> an 
tions 
tten- 
cost- 
yunt- 

the 
more 
is as 
ool”. 
idard 
slica- 
omic 
ve or 
jaria- 
imes. 
June, 
ct of 
linear 
d the 

He 
well- 
ivings 
been 
resses 
ling : 
istical 
yment 
~ with 
at the 


_ 1959 


The Place of the Institutional Investor in the 
Financing of a Growing Business* 


By HUNTLY G. WALKER. B.c.E£., F.1A. 


HE insurance companies — life and 

general — are, after the banks, the 
largest institutional investors in Aus- 
tralia, but because of the character of 
their business the life offices play a rela- 
tively larger part than the general in- 
surance companies. 

The aggregate amount of life office 
funds invested in Australia at present is 
about £900 millions and the rate of in- 
crease is about £70 millions annually. 
To this imcrease must be added the 
amount available from maturing invest- 
ments which falls to be re-invested, an 
estimated £30 millions. Thus the total 
amount available for new investment 
each year is at present £100 millions. 


All this is not available for industry. 
The life offices, in particular, spread their 
investments over many categories, i.e., 
the public sector, housing, rural loans, 
mortgage loans to industry, other invest- 
ments in industry such as debentures, 
notes and shares, and their own office 
property. 

Industry’s principal competitors for 
the use of life office funds are housing 
and the public sector. Currently in- 
dustry is probably getting about one- 
third of the £100 millions annually avail- 
able. 


At present, there is definitely an in- 
vestors’ market. Because of this it may 
be of value if I mention some of the 
principles followed by life offices in 
relation to investment policy. An under- 
standing of these principles will give 
some idea of the type of proposition 
likely to appeal to a life office. 


Traditionally, because cf the fixed 
money nature of the policy contracts 





*An address delivered at The Convention of 
the Victorian Division of the Australian Society 
«§ Accountants held at Mt. Eliza in November, 
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against which life offices hold their 
assets, they have been concerned pri- 
marily with security of capital and 
secondly to obtain the highest yield con- 
sistent with that security. 


Recently however it has been realised 
that security is a relative term, that it is 
not possible for every class of invest- 
ment suitable for a life office to provide 
the same degree of security, or, within 
one class, that the individual investments 
will have the same degree of security. 


At least as to a proportion of their 
investments most life offices are now pre- 
pared to depart from the hitherto ac- 
cepted principle of absolute security of 
capital in the knowledge that the addi- 
tional yield which can thereby be ob- 
tained, averaged over the portfolio, will 
mcre than compensate for any loss of 
capital on unsuccessful individual invest- 
ments. Hence the increasing interest of 
life offices in equity investments and pur- 
chase and lease-back arrangements where 
there is the possibility also of capital ap- 
preciaton adding to the net yield. 


Life offices hold their assets against 
policy contracts which are long-term in 
nature varying from ten to 70 years. As 
long-term investments usually provide 
the best returns the life offices are usually 
long-term investors. 


This applies particularly at present 
when interest rates are high but, even 
when interest rates are low life offices 
are medium- rather than short-term in- 
vesters. This policy suits growing busi- 
nesses which wish to ensure the capital 
resources in respect of their fixed assets 
for lengthy periods. From the points of 
view of the life offices and their clients 
expenses of investment and of fund rais- 
ing respectively are reduced. 


It follows from this that life offices as 
distinct from banks are not concerned 
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with liquidity. Their funds are normally 
increasing and in any case the draw on 
them for normal death claim and 
maturity payments can be accurately pre- 
dicted; their only vulnerability in this 
respect would be a sudden demand for 
policy loans and cash surrenders or high 
death claims in time of war and at a 
pinch these could always be met by 
realisation of marketable Government 
securities. 


A most important principle in life 
office investment is that of reciprocity. 
All life offices are mutual or semi-mutual 
in character and it naturally follows that 
other things being equal they will give 
preference in investment to their present 
policyholders, either individual or cor- 
porate in the form of superannuation 
funds. Also they will place their invest- 
ments where they see a prospect of add- 
ing to their life assurance business. How- 
ever, they will not relax their invest- 
ment standards merely to obtain life as- 
surance business. 


It should be mentioned that although 
little or no direct reciprocity arises, the 
life offices have, in the national interest, 
always given substantial support to the 
public sector. 


From experience, life offices have 
found that it is important to follow a 
policy of diversification in investment. 
This is demonstrated by the wide field 
of their investment already mentioned. 


So far as investment in industry is 
concerned they like to spread their in- 
vestments over many industries and over 
many firms within each industry. They 
will take their existing investments in a 
particular industry or with a particular 
firm into account in deciding whether 
or not to make a further investment in 
that industry or with that firm. They 
do not like “too many eggs” or “too 
large baskets”. 


Generally speaking they endeavour to 
match the currency in which their in- 
vestments are made with the currency in 
which their policy liabilities will arise. 
This principle would not affect many of 
the busnesses with which you are con- 
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cerned. Perhaps I could illustrate it by 
saying that a life insurance organisation 
which does not transact business in Fiji 
would not be anxious to invest in Fiji; 
conversely one which does transact busi- 
ness in Fiji would be interested to obtain 
investments in Fiji. 

What I have said about principles re- 
fers more particularly to life insurance 
companies. General insurance companies 
have a somewhat different problem; they 
must be relatively more liquid and are 
not long-term investors in quite the same 
sense as the life offices. 


At the present time the relative attrac- 
tions to a life office of investment in in- 
dustry as compared with the two major 
competitors already mentioned by me, 
namely the public sector and housing, 
are as foilows. 

On Commonwealth Government loans 
a life office can receive for medium terms 
an equivalent return, allowing for the 
tax rebate of 534%, virtually with no 
administrative expenses and with an opti- 
mum of security, but with no direct 
reciprocity. 

On private semi-Government issues 
the rate is a little less, but the term may 
be longer, and in some cases there is 
some reciprocity. 


From housing loans a life office can 
readily obtain an interest return of 6% 
for long terms, with 100% reciprocity 
(because it is usual to require a collate- 
ral life policy), with a relatively high 
administrative expense (because the 
average loan is small) and with a high 
degree of security because it is usual to 
advance only about two-thirds of the 
value of the property. 


From a conventional mortgage loan 
to industry a life office can obtain per- 
haps a slightly higher rate of interest 
than 6%, with a varying degree of 
reciprocity, with a high degree of security 
and moderate administrative expenses; 
usually the term is medium. 


Other forms of finance for industry 
such as debenture loans, notes, share- 
holdings and purchase and _lease-back 
arrangements can in one way or the 
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-other be relatively more attractive to the 


life offices. 

The reference to these latter forms of 
investment in industry leads me to men- 
tion that until comparatively recent years 
most life offices were by their constitu- 
tions virtually limited to conventional 
mortgage loans so far as investment in 
industry is concerned, but so far as I 
am aware all offices are no longer con- 
stitutionally restricted as to their mode 
of investment in industry, and fortunately 
there are in this country no statutory 
limitations. 


So far I have dealt with background 
information. I will now deal with the 
various ways in which life offices are 
currently investing in industry, apart 
from the purchase of shares, debentures 
and notes on the market. These are con- 
ventional mortgage loans, private deben- 
ture loans, private unsecured note issues, 
joint private loans and issues, redeem- 
able preference share issues, special is- 
sues of ordinary or preference shares, 
purchase and lease-back arrangements. 

A life office can help with the financ- 
ing of a business usually by the conven- 
tional mortgage loan. . 

The type of property offered as 
security is important. It should be in an 
area which is suitable for the class of 
business conducted, should be new or 
reasonably modern, though many older 
properties are acceptable. It should pre- 
ferably be of a general purpose nature, 
i.e., sutable or readily convertible for 
other classes of business and, of course, 
not subject to any disability under town 
planning schemes. 

The most frequent disqualifying fea- 
ture found is perhaps that the property 
is simply unattractive, e.g., a hetero- 
geneous collection of old buildings; fre- 
quently a growing business in its early 
Stages will have “made do” with such a 
property for its operations. 


A life office usually requires a valua- 
tion of the property offered as security 
to be made for it at the expense of the 
borrower. This question of valuation is 
sometimes a source of difficulty between 
borrower and lender. 
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The lender is not concerned so much 
with the current market value or recent 
purchase price of the property as with 
the enduring value, e.g., the net price 
which the property would bring if sold 
on a difficult market. The lender’s valua- 
tion will therefore usually be less than 
the borrower’s idea of value, perhaps 5, 
10 or 15% less. 


The amount which the life office will 
lend in relation to value varies from 
time to time and from case to case de- 
pending on such factors as the attrac- 
tiveness of the property, the financial 
strength of the borrower, and whether 
or not a lender’s or borrower’s market 
exists. 

Under current conditions when, not 
only is it a lender’s market, but life 
offices are experiencing tremendous de- 
mand for their funds, they will wish to 
lend as low a percentage of the valua- 
tion as possible if only for the purpose 
of spreading their available funds 
amongst the greatest number of would- 
be clients. In the big majority of cases 
the amount lent would be between 50 
and 60% of the life office’s valuation of 
the property, and for terms of at least 
ten and preferably fifteen or twenty 
years. 

Life offices prefer to receive regular 
reductions of principal during the term 
of the loan and are prepared to give 
borrowers limited voluntary repayment 
rights in addition. 

These obligatory and voluntary repay- 
ment rights are valuable to the borrower 
because if the business continues to ex- 
pand the borrower will usually require 
further loan finance and if the equity in 
the property has been improved by 
regular reduction of loan indebtedness 
then it is easier to arrange further 
borrowings. 

In the case of relatively small or 
family businesses conducted by private 
companies a life office will almost al- 
ways require the principal shareholders 
to join in the mortgage covenants. 

If the continued success of the busi- 
ness is likely to depend on the ability 
of one or two men, the life office will 
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frequently require a life insurance policy 
or policies to be effected as collateral 
security so that the Ican will be repaid 
or substantially reduced on the death 
of the key person or persons concerned. 


Such loans with collateral life policies 
are attractive to life offices on the 
grounds of reciprocity already mentioned 
but quite apart from this the life insur- 
ance arrangement is of obvious value to 
the heirs of the business concerned as cn 
death occurring they will have death duty 
and other financial problems to meet 
and the fact that cash policy proceeds 
are available will ease the situation for 
them considerably. 


Where the property offered as security 
is to be a newly erected one some life 
oftices prefer the borrower to finance the 
erection stage through his bank so that 
the loan can be paid cover in one sum 
when the building is completed. 


I understand that there is little diffi- 
culty in a successful business arranging 
this with its bank provided that a firm 
undertaking has been obtained from the 
life office to grant the loan. Such an 
arrangement saves the borrower addi- 
tional legal and valuation costs, is good 
short-term business for the bank, and 
saves the life office administrative time 
and costs. This arrangement is prefer- 
able by far to a business drawing on its 
working capital to finance new building 
construction without having made any 
long-term arrangements and then having 
to “hawk” its proposition around with 
no certainty of success and while its ac- 
counts show its obvicus shortfall of 
working capital. 

There are occasions when a well- 
established company wishes to borrow 
privately rather more than can be ob- 
tained from a conventional mortgage 
loan on its freehold property. 


If it has other substantial fixed assets 
in the form of plant or investments and 
is prepared to give a first floating charge 
over its assets and undertaking in addi- 
tion to the first mortgage over its free- 
hold then the life office may be prepared 
to grant such an increased loan. 
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For example if a company has free- 
hold worth £200,000 and suitable plant 
and other fixed assets worth £300,000 it 
may be able to berrow something ap- 
proaching £200,000 as a debenture loan 
instead of only £100,000 as a conven- 
tional mortgage loan. 


The rate of interest would usually be 
slightly higher than for the conventional 
mortgage but the costs would not be as 
high as for a public issue of debentures. 
Generally speaking, in any case the pub- 
lic is only interested in debentures issued 
by relatively large companies. The term 
and repayment conditions would be 
much the same as for a conventional 
mortgage loan. 


Three special aspects of such trans- 
actions which should be mentioned are 
that:— 

(1) A life office granting a private de- 
benture loan will not usually be pre- 
pared to grant the borrower prior or 
pari passu borrowing rights, except 
perhaps in the case of a large com- 
pany where the amount of the private 
loan by no means absorbs the long- 
term borrowing potential of the com- 
pany. 

(2) In giving the first debenture charge 
over its assets to a life office the com- 
pany may thereby restrict the extent 
to which its bank can help it in rela- 
tion to overdraft facilities. It is par- 
ticularly important therefore that a 
company proposing to enter into such 
an arrangement should have a pre- 
liminary discussion with its bankers. 
Frequently the banking facilities can 
be satisfactorily preserved if the life 
office agrees that the bank may have a 
prior charge over current assets. 


(3) The life office may wish to place 
conditional limitations on the overall 
borrowing of the company, e.g., limit 
its overdraft borrowing. 


Lending and borrowing on unsecured 
notes is a relatively recent development 
in Australia. In the United States the 
floating charge is unknown and the mort- 
gage or mortgage bond is not a popular 
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form of company finance except for a 
limited class of companies. 

The unsecured company bond is there- 
fore the common form by which bor- 
rowed capital is obtained; the term 
“bond” is more dignified though less 
descriptive than our term “unsecured 
notes” or the even more descriptive term, 
“naked debenture”. 

So far as I am aware life offices in 
Australia have engaged in lending on 
private unsecured notes issues only to a 
limited extent and then only to the larger 
public companies. In view of the en- 
hanced interest return on notes there 
may be further extensions in this form of 
lending in future. 

There would be need, however, for 
rigid provisions regarding the limitation 
of other borrowings by the company 
ranking prior to or pari passu with the 
note issue. 

In the absence of specific security it 
would seem that, as for public issues, 
the term of the issue would need to be 
relatively short as compared with a con- 
ventional mortgage or secured debenture 
loan, and for the convenience of both 
parties repayments would need to be 
spread over a period of years. 

I would think therefore that the life 
office interest in the unsecured notes 
field would in the main be restricted to 
sharing in public issues so that the 
amount thus invested in any one com- 
pany could be limited. 

However, a private issue with an 
option to take ordinary shares at 
maturity or carrying a participating rate 
of interest, could in the right circum- 
stances be an attractive investment to a 
life office. 

Sometimes a life office finds a large 
loan proposition, whether conventional 
mortgage debenture or unsecured note 
issue, attractive, but is not prepared or 
conventionally able to find the whole of 
the money required. 

In such circumsances it is occasionally 
possible for it to arrange with other life 
offices to join with it in the transaction, 
or the borrowing company may enlist 
the services of a sharebroker to en- 
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deavour to complete such an arrange- 
ment for a joint loan or issue. 


A few years ago a number of com- 
panies raised preference capital by way 
of redeemable preference issues. Such 
investments were attractive tax-wise to 
life offices in the investment climate 
which then existed, and for that matter 
still are, but in the meantime most com- 
panies have come round to the view that 
because the dividends must be paid out 
of taxed profits it is cheaper for them to 
raise preferred capital resources by way 
of loan. 

There are also some technical diffi- 
culties associated with the Companies’ 
Act provisions and from the point of 
view of the life office it is necessary to 
impose rather comprehensive conditions 
relating to such matters as borrowing 
and prior and pari passu issue rights. 

However, as compared with borrowed 
capital, redeemable preference capital 
could have advantages to a company if 
it experienced an extended difficult 
period because the preference share- 
holder has by no means the same im- 
mediate and severe remedies available 
to it in the event of default. 

There have been occasions when a life 
office has been prepared to accept a 
special issue of ordinary or irredeemable 
preference shares in a company. 


Unless there were an option to con- 
vert to ordinary shares with prospect of 
profit, a preference issue by a private 
company without provision for redemp- 
tion would not normally be attractive; in 
a public company it would be easier to 
market the shares if the occasion arose. 

Similarly an ordinary issue by a pri- 
vate company would need to have es- 
pecially profitable prospects to offset the 
disadvantages of lack of ready marketa- 
bility. 

An ordinary issue by a public com- 
pany would of course need to be on more 
attractive terms than could be obtained 
by purchasing on the Stock Exchange 
and there would probably be few occa- 
sions where a successful company could 
not successfully raise the required 
amount of ordinary capital from existing 







47 





shareholders or, through the use of 
rights, from the investment public at 
large. 

A most interesting recent develop- 
ment in business finance is the purchase 
and lease-back arrangement. 


In order to cbtain more working capi- 
tal than can be obtained from a conven- 
tional mortgage loan a firm may arrange 
for a life office to purchase an existing 
freehold from it, or erect a new building 
for it, and lease the property back to the 
firm for a period of years. 


The lessee pays the life office a rent 
clear of all the running and maintenance 
expenses, insurances, rates, taxes, etc., 
on the property, which are met by the 
lessee; the life office obtains a higher 
return than it would obtain from a simi- 
lar amount invested by way of conven- 
tional mortgage loan, perhaps one-half 
or one per cent higher. 

Either directly by way of a capital 
sinking fund, or indirectly by way of 
additional rent, the lessee usually pays 
and the life office receives a provision for 
depreciation of the property. 

These  purchase-lease _ transactions 
broadly fall into three categories. In the 
first category the lessee is under an obli- 
gation to buy the property back at cost 
at the end of the lease term and to pro- 
vide in the meantime a capital sinking 
fund towards that purchase. Such an 
arrangement is mecessary where the 
property is of doubtful enduring value, 
for example, a service station or a fac- 
tory in a remote location. 


In the second category there is no capi- 
tal sinking fund and no obligation to pur- 
chase but an option to purchase at a 
figure related to the value of the property 
at the end of the lease term or at the 
original cost less some allowance for 
depreciation, whichever is the higher. 


In this case the attraction to the life 
office is the prospect of capital profit. To 
the lessee there is the opportunity to re- 
tain the occupancy of the property or the 
site permanently. 

In the third category there are no 
obligations or options to purchase and 
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the life office becomes the permanent 
owner of the property taking all the 
risks of ultimate capital loss and pros- 
pects of ultimate capital profit. 


In all these transactions the facts that 
the lease rent and expenses are deduct- 
ible by the lessee for tax purposes and 
that the lessee has access to additional 
capital resources for the immediate pur- 
pose of his business, instead of being tied 
up in property, are attractions. 


The term of the lease is dependent, 
among other things, on the nature of the 
property and might be as little as say 
20 years and as long as say 50 years. 


As well as the direct ways I have 
described, life offices assist indirectly in 
the financing of growing businesses 
through the sub-underwriting of public 
issues arranged by sharebrokers. 


A number of life offices are also now 
providing other ancillary services 
through the creation of their own nomi- 
nee companies and fire insurance com- 
panies. 

It will perhaps be of value if I men- 
tion some of the things which a life office 
will wish to know when considering an 
investment proposal, and in this connec- 
tion it is worth mentioning that it is of 
value if the proposal is set out in detail 
in writing by the proposer. Who can do 
it better? 

The more obvious things are the ac- 
counts of the firm for, say, the latest five 
years, including any for part of the cur- 
rent year, and the details of the property 
or other assets concerned, including 
plans and specifications in the case of a 
property to be erected. 


Another item is the firm’s investment 
budget if the proposal involves the use of 
other capital funds or is part of a com- 
prehensive plan of development. This 
includes the use to which the money is 
to be put. 


A further item is the means of meet- 
ing interest and capital repayments and 
as already mentioned it is frequently 
wise to consult the firm’s bank and ac- 
quaint it with the proposals. 
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Generally speaking the life office will 
wish to have just as much information 
before it as would a bank in dealing with 
a banking proposition or a firm of 
sharebrokers in preparing a prospectus 
for a public issue. 


I would like to mention one recent 
trend, not in the direct field of invest- 
ment, which however may have an im- 
portant bearing on life office investment 
in industry in future years. 

As you know the life offices have for 
many years past been very active in the 
superannuation field and many firms 
have insured superannuation plans for 
their staffs. 





There has been a good deal of pres- 
sure, some informed and some unin- 
formed, in the last two or three years 
advocating that these superannuation 
plans should be independently invested 
instead of being conducted as insured 
plans. 


There are, as in all of these matters, 
pros and cons, but I think it will be clear 
to you, from the emphasis I have given 
earlier to the matter of reciprocity, that 
firms which have insured plans are likely 
to attract life office investment at the 
expense of those which elect to conduct 
the investment of their plans _ inde- 
pendently. 





Letter to the Editor 


“ACCOUNTING BY ELECTRONIC METHODS” 


Editor, Sir, 

The publication of “Accounting by Elec- 
tronic Methods” in the October issue of the 
journal is very timely. 

It is estimated, seemingly with as much 
accuracy as trends today will permit, that it 
will be another ten years before the effect of 
electronic accounting is felt in Great Britain. 
At present, developments are on a University 
level, and even now, where experiments are 
extended out into commerce, astonishing re- 
sults are obtained. 

Of course, the real advance is seen in the 
Scandinavian countries, and even on conven- 
tional accounting machine methods, Sweden 
undoubtedly leads the world, and let it be 
said, with commendable modesty. 

At the same time, it does seem that the 
accountancy profession in the Scandinavian, 
and some Continental countries, lags behind 
machine development in an alarming fashion, 
and is this to be the pattern of events in Brit- 
ain and Australia? A little illustration tends 
to isolate the commercial attitude—a business 
acquaintance in Amsterdam employing a staff 
of 260 people, takes a daily trial balance from 
his machine, and claims he is competent with 
this data, to effectively account his business. 
He is not really, but it must be admitted that 
he does very well. 

The standard of accounting generally in 
Scandinavia, and the Continent, is evidently 
very high, but there does not seem to be the 
mass of practitioners one would expect. 

Should we not accept the hiatus period, 
before transition to electronic development, as 
one to explore the methods, by which the pro- 
fession may serve in the new era? Seemingly, 
there is a lesson to be learned from the ex- 
Periences so far, of our more advanced friends 
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overseas. The warning should, perhaps, be 
more pertinent to the audit side of the pro- 
fession. 

Having recently examined the new advances 
in Sweden, one is not lulled into complacency 
by 1.B.M.’s machine exhibition at the Brussels 
Fair. 

Shifting of labour demanded by automation, 
may be a political problem, but the impact on 
the profession by revolutionary changes is one 
for ourselves, and we ought to know our 
standard of preparedness. 

One cannot fail to be impressed by the 
attitude of, for example, the governments of 
Norway and Holland, in having so much 
machining done by private enterprise, even 
although the latter government appears to go 
as far afield as Frankfurt. The introduction 
into Australia today, of such methods, would 
no doubt, displace enormous clerical man- 
power, and it is sobering to imagine the 
machines at Oslo and Frankfurt, already quite 
out of date. 

As your article states, programming is still 
slow, and one saw in London an illustration 
of such a programme, occupying twelve man 
hour years, which in other words means the 
effective time of twelve men for a year. 

We cannot afford to be disturbed nor dis- 
interested, in the face of development in elec- 
tronics, but we must be realistic. Let us assure 
that the service given by the profession will 
always be equal to the best, at the very least, 
but let us have some practical thinking for 
the preservation of our profession now too. 
Such an attitude will assure our future, upon 
the advent of electronic accounting. The 
alternative is a grim one. 


N. P. CAMERON, A.A.S.A. 
Armidale, N.S.W. 
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MEETING of the General Council 

of the Institute was held in Mel- 
bourne on Monday and Tuesday, 17 and 
18 November. Those present were 
Messrs. R. F. Jarman (N.S.W.), President 
(in the chair), W. H. Duirs (W.A.), A. 
Moffatt (S.A.), G. M. E. Offner (Q.), 
B. W. B. Ruffels (Vic.), A. F. J. Suther- 
land (Vic.), H. L. Thomas (N.S.W.) and 
C. B. Villiers (Vic.) (members appointed 
by the Institute), L. H. Dillon (Vic.), 
O. H. Paton (N.S.W.) and E. A. Peverill 
(Vic.) (members appointed by the 
Society), M. V. Anderson (past Presi- 
dent), and C. W. Andersen (General 
Registrar). 


In opening the meeting, the President 
welcomed all present and mentioned the 
progress the Institute was making in its 
constructive efforts to serve the business 
community. He referred to the great 
expansion of the Australian economy and 
the opportunities this presented to mem- 
bers of the Institute. In particuiar, the 
meeting would be considering the basic 
educational qualifications for member- 
ship and means of attracting to the ranks 
of the Institute those who aspire to execu- 
tive positions in its particular field. 


Most of the business of the meeting 
came before General Council in the form 
of written reports of its various standing 
committees which supplied the essential 
data and reasons for each conclusion. The 
following notes on decisions reached at 
the meeting are, of necessity, confined to 
matters of general interest. 


Australian National Committee on 
Automation and Computation 


It was reported that this committee had 
been formed in Sydney with the main 
purpose of advancing the design, develop- 
ment, construction and application of 
automatic computing machinery and the 
thereto. 


techniques applied General 
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MEETING OF GENERAL COUNCIL 








The Australasian Institute of Cost Accountants 









Council decided that the Institute should 
participate in the work of this Committee 
and approved of the outline of its con- 
stitution as submitted to the meeting. Mr. 
R. F. Jarman was appointed the represen- 
tative of the Institute on the Committee. 


Objectives of Institute 


General Council decided that, having 
established the principle that the Institute 
was a post-graduate body, a committee 
should be appointed to examine in detail 
all aspects of post-graduate work which 
it should undertake and to evolve a state- 
ment of objectives of the Institute con- 
sistent therewith. In doing so, General 
Council had in mind the need for the 
Institute to plan ahead, having regard to 
the implications of the great industrial 
expansion which is taking place in Aus- 
tralia today. In the meantime, however, 
the technical work of the Institute was 
being extended by means of lectures, dis- 
cussion groups, conventions and the pub- 
lication of further Cost Bulletins. 


Additional Time for Examinations 


General Council ratified the action of 
the Executive Committee in allowing 
candidates an additional ten minutes at 
the beginning of each examination to 
enable them to read the questions 
thoroughly before commencing _ their 
answers. This is in accordance with 
current educational practice. 


Equivalent Examinations 


During the year, the Education Com- 
mittee had considered in detail a list of 
equivalent examinations on which status 
in subjects of the Institute’s syllabus could 
be granted. The list included examina- 
tions passed at the various universities of 
Australia together with those conducted 
under joint Board of Examiners’ arrange- 
ments with technical colleges. General 
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Council approved of the list tabled, par- 
ticulars of which may be obtained from 
each Divisional office. 


Research and Technical Projects 


General Council noted with satisfac- 
tion the report on progress made in the 
various States on the projects allotted to 
them. Two statements—one on “Mer- 
chandise Planning and Control” and the 
other on “Operations Research”—pre- 
pared by committees of the New South 
Wales Division, were ready for publica- 
tion. 

General Council decided that these 
statements, together with others to be 
completed during the coming year, should 
be published as Cost Bulletins. The 
Executive Committee was authorised 
to approve of additional issues of the 
Cost Bulletin in the event of material 
becoming available through these means 
exceeding the usual four Bulletins issued 
each year. 


“Cost Bulletins” 


The Publications Committee reported 
to General Council on the Bulletins 
issued during the year; including their 
cost of production. 


“Cost Bulletin” Competition 

The Publications Committee reported 
that no entries had been received for 
either the 1957 or 1958 competition. 
When considering proposals for future 
competitions, General Council decided 
that funds provided for prizes could 
better be devoted to specific assignments 
on the technical work of the Institute. 


Finance 


The Finance Committee submitted a 
number of financial statements to General 
Council, including a revised budget for 
1958 and estimates of income and 
expenditure for 1959. 


Divisional Funds 

General Council endorsed the action 
of the Executive Committee in authoris- 
ing each Divisional Council to invest 
moneys not immediately required by the 
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Division or by General Council in short- 
term securities on the advice of a member 
of a Stock Exchange. 


General Council Funds 


The Finance Committee reported on 
the surplus funds which had been invested 
during the year. It also submitted to 
General Council a formula for the invest- 
ment of Institute funds, which provided 
for a balance between different types of 
investments. This was approved by 
General Council. 


Decimal Currency 


General Council ratified the action of 
the Executive Committee in approving of 
the Institute becoming a subscriber to the 
Decimal Currency Council and in sup- 
porting representations to the Prime 
Minister regarding the appointment of a 
Public Committee of Inquiry. 


Next Meeting of General Council 


General Council decided that the 1959 
meeting of General Council should be held 
in Brisbane on a date to be fixed later by 
the Executive Committee and that 
arrangements should be made for a 
member of General Council to deliver a 
public lecture during the course of the 
meeting. 


Office-Bearers 

The following office-bearers were 
elected for the ensuing year. President: 
Mr. W. H. Duirs (W.A.); Vice-president: 
Mr. A. F. J. Sutherland (Vic.); Hon. 
treasurer: Mr. C. B. Villiers (Vic.). 


Records of Appreciation 


General Council placed on record its 
appreciation to the retiring President, 
Mr. R. F. Jarman, for the valuable work 
he had performed during the year and for 
the able manner in which he had con- 
ducted the proceedings of the meeting. 

General Council also placed on record 
its appreciation of the work performed 
during the year by the General Registrar 
and staff at head office, together with that 
of the various State Registrars and Divi- 
sional staffs. 








The Australasian Institute of 
Cost Accountants 


TASMANIAN CONVENTION 


Friday, April 10 to Sunday, Apri! 12 
at Lufra Hotel, Eaglehawk Neck 


“WHAT MANAGEMENT REQUIRES OF ITS COST ACCOUNTANT” 


The Australasian Institute of Cost Ac- 
countants is anxious to improve its 
service to members in Tasmania. It is 
hoped that this Convention will be a 
means of showing accounting executives 
in Tasmania the type of post-graduate 
specialisation in cost and management 
accounting now being undertaken by the 
Institute. 


Under the central theme of “What 
Management Requires of its Cost Ac- 
countant”, the subject matter of the 
various lectures as shown in the pro- 
gramme below will be of practical value 
to all industrial accountants. Opportu- 
nity and encouragement will be given to 
those present to join in discussion fol- 
lowing each lecture and in reporting on 
conclusions reached by study syndicates. 
A feature of the Convention will be the 
actual case study conducted along the 
lines employed at the Harvard School 
of Business Administration. 


The picturesque setting for the Con- 
vention undoubtedly will attract many 
accountants from the mainland. In April, 
Tasmania is an ideal holiday resort and 
many members will no doubt so arrange 
their holiday schedules to take in at- 
tendance at the Convention. Lufra Hotel 
has four cottages able to accommodate 
families of up to five persons and an 
excellent motel is adjacent. 


A special invitation is extended to 
members of the Australian Society of 
Accountants to participate in the Con- 
vention which because of its stress on 
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management problems should be of great 
interest to members of the Institute of 
Management, to whom an invitation is 
also extended. 


THE PROGRAMME COMPRISES: 

Friday, April 10, 1959 

4.30 p.m.—Delegates register 

5 pm. —Cocktails and Official Dinner 

—Convention to be officially opened 
by the Hon. E. E. Reece, Premier 
of Tasmania, in presence of top 
executives of leading Tasmanian 
companies 

Address—“A Critical Approach to 
Management Accounting” by Mr. 
John H. Kirkhope, Chairman, Con- 
tainers Ltd. 


Saturday, April 11, 1959 


9.30 p.m.—Lecture: “Reporting to Achieve 
Control and Action” by Mr. E. R. 
Bomphrey, Assistant General Man- 
ager, Olympic Tyre & Rubber Co. 

td. 


8 p.m. 


2.15 p.m.—Lecture: “Measuring Performance 
Against the Budget” by Mr. Gilbert 
Moffatt, Assistant Financial Comp- 
troller, Frigidaire Division, General 
Motors-Holden Ltd. 


After each lecture there will be a period of 
syndicate discussion followed by reporting back 
and general discussion. 


Sunday, April 12, 1959 


9.00 a.m.—Case Study—“Forward Planning 
and Pricing Policy’—led by Dr. 
H. F. Craig, B.A., D.C.S., F.A.S.A. 
A.C.LS., ACA.A.  F.A.LM., 
Director of Studies, Summer School 
of Business Administration, Uni- 
versity of Melbourne. 


2.15 p.m.—Close 
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RECENT LEGAL DECISIONS 


Discussed by L. C. VOUMARD, B.a., LL.B. 


Negligent Advice 


The perils which can beset people 
who give honest, but negligent, 
advice on financial matters are well 
illustrated by the English case of 
Woods v. Martins Bank Ltd. and 
Another (1958) 3 All E.R. 166. 


The plaintiff, W, had considerable 
means, but no real business experience. 
At the beginning of May 1950, he asked 
J, who was the manager of a branch of 
the defendant bank, to act as his financial 
adviser, and J agreed so to act, saying 
that the bank would be only too pleased 
to take care of W’s financial affairs. 


Thereafter, J told W that he might be 
able to get some preference shares for 
him in B. R. Ltd., a company which was 
urgently in need of money, and which 
had an overdraft with the branch of the 
bank managed by J—an, overdraft which 
the bank’s head office had suggested to 
J, prior to 9 May, 1950 (a date which 
assumes some significance) ought to be 
reduced. On 9 May, this advice was 
implicitly repeated to W, and in accord- 
ance with it W authorised the bank to 
sell certain of his investments, and out of 
the proceeds to acquire £1 6% prefer- 
ence shares in B. R. Ltd., and to retain 
the balance (some £40 to £50) to his 
order. This was done, and on 1 June, 
1950 the bank opened a current account 
for W. It was conceded that from this 
date the relationship of banker and 
customer existed between them. 


So far, W had sunk £5,000 in B. R. 
Ltd. In October 1950, he subscribed a 
further £2,500 to it, again acting on J’s 
advice. J had no more reason then than 
he had had in May for advising W that 
the company was in a strong financial 
position or that the investment was a 
wise one. Nor did he tell W that his head 
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office was again urging him to procure a 
reduction in the overdraft to B. R. Ltd. 
—an overdraft which exceeded the per- 
mitted limit. 


In November, 1950, J’s head office 
again urged J to have B. R. Ltd. reduce 
its overdre*t, and J had assured the head 
office that this would be accomplished 
by the company unloading unwanted 
stock to the value of £3,000. Attempts 
to dispose of the stock during November 
were unsuccessful, so in December 
another approach was made to W. Again 
on J’s advice that it would be quite safe 
and wise to do so, W embarked upon a 
transaction whereby B. R. Ltd. was to 
sell this stock to him for £3,000, but he 
was to leave it with the company, which 
would repurchase it from him in nine 
months’ time for £3,300. 


W was not told that the real reason 
for the sale was the desire to reduce the 
overdraft, nor was he told about the 
previous and unsuccessful attempts to 
sell the stock. Nevertheless, he entered 
into the transaction, the terms of which 
were put into writing. Unfortunately, it 
really amounted (in substance, if not in 
form) to a loan by W to the company on 
the security of the stock, and the docu- 
ments effecting it thus constituted a bill 
of sale, and as no one thought of register- 
ing them, there was no security at all (an 
unregistered bill of sale being void). 


This was not the end of it. In 1951, 
W invested a further sum in preference 
shares of the company, J remaining silent 
about the alarming trading position of 
the company as disclosed in quarterly 
figures supplied to J. W also gave a 
guarantee to the bank of £4,000 in 
favour of the company, relying once 
more on J. Further, in 1952, W was 
asked to guarantee an overdraft of 
£1,000 to the bank in connection with 
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pay under the guarantee, W signed the 
guarantee. 


In due course the chickens came home 
to roost. W lost £14,800 invested in B. 
R. Ltd., and had to pay £990 under the 
guarantee of £1,000 just mentioned, and 
with some justification claimed these 
amounts from the defendant bank and 
J. 


He put his claim first, on the basis of 
fraud, and second on the basis of negli- 
gence. The claim in fraud failed, for the 
Court was not persuaded that J did not 
honestly believe in the advice he gave 
W. But W’s claim in negligence suc- 
ceeded because, as the judge put it, none 
of the advice tendered by J came within 
measurable distance of being reasonably 
careful or skilful. 


But the bank put up a stout defence. 
They said, first, that it was no part of 
their business as bankers to advise on the 
matters in question, and, therefore, that 
they were under no duty to advise W 
carefully or competently (and of course, 
unless a duty of care is broken there can 
be no claim for negligence). Having 
regard to the facts of the case, and the 
circumstances in which the advice was 
given this defence failed. Next, said the 
bank, W was not a customer of the bank 
before 9 May 1950, when the first of 
these ill-fated transactions was embarked 
upon, as no current account had then 
been opened. 


If correct, this contention meant that 
they owed no duty of care to W as to the 
first transaction anyway, but the judge 
held against them on this, too—their 
business was to advise customers and 
potential customers, and as J was angling 
for W’s account W must be taken as 
having been a potential customer. 


In the result, W recovered judgment 
against both defendants for the amount 
claimed. J was not bound to give W 
any advice, but having chosen to do so, 
he assumed an obligation to give reason- 
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another company, and on J assuring him 
(without reasonable grounds) that there 
was no real risk of his being called on to 








ably competent and careful advice, and 
his failure to do so rendered him and his 
employer liable. 


Cheques Wrongly Dishonoured 


In the New Zealand case of Baker 
v. A.N.Z. Bank Ltd. (1958) 
N.Z.L.R. 907, B had drawn three 
cheques in favour of named payees, 
and her bank had returned them to 
the bank which had presented them 
for collection, marking them 
“Present Again’. 


Apparently, this should not have hap- 
pened, because at the times the cheques 
were presented the state of B’s current 
account was such that she was entitled 
to have each cheque paid. In these cir- 
cumstances, she sued the bank on two 
counts. First, she claimed damages for 
the bank’s breach of contract in wrongly 
refusing to honour her cheques; and 
second, she claimed damages for libel. 


As to the former, the court held that 
the bank was guilty of a breach of its 
contractual duty, and that B was entitled 
to damages. However, she was not a 
trader, and as she could not prove that 
she had suffered actual damage by reason 
of the dishonouring of the cheques she 
was entitled to nominal damages only. 


In respect of her second claim, how- 
ever, she recovered £100 damages. By 
marking the cheques “Present Again”, 
the defendant bank had, so it was held, 
published written words concerning B 
which were reasonably capable of a 
defamatory meaning—that is, they con- 
veyed the meaning that she had insuffici- 
ent credit in her account to meet the 
cheques, thus suggesting that she had 
defaulted as to time for performance of 
the legal and ethical obligation to provide 
for payment by the bank on presentation 
of a cheque issued for immediate pay- 
ment. She had, therefore, been libelled 
by this reflection on her reputation as 
regards financial solvency and punctili- 
ousness in having her cheques met, and, 
there being no retraction or apology by 
the bank, she was entitled to damages. 
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FINANCIAL NOTES 


OR the business world 1959 has 
begun reasonably enough. So far 
the tendency has been to carry forward 
the prosperity enjoyed through the past 
year. The characteristic of 1958 was a 
buoyant internal economic set-up 
achieved in the face of an indifferent 
external one. It was a year of dis- 
appointing export earnings from such 
important commodities as wool and 
metals but one in which the internal 
economy seemed to be curiously insulated 
from these outside factors. 


Internally there is still a good measure 
of confidence for this situation con- 
tinuing during 1959. However it seems 
inevitable that reduced export income 
will have some impact this year and 
that internal confidence may be affected 
a little more by overseas developments. 


The year has begun with a consider- 
able emphasis on world trade. The 
European Common Market after much 
talk and manoeuvring has become an 
actuality. And to emphasise the “new 
Europe” this move has been accom- 
panied by currency moves—devaluation 
of the French franc and decisions by 
Britain and some European countries 
making their currencies convertible with 
U.S. dollars. 


OR the European countries con- 

cerned—France, Germany, Italy, Bel- 
gum, Holland and Luxemburg—the 
common market deal could mean greater 
prosperity for all. For Britain, the sig- 
nificance is still not quite clear. Initially 
at least Britain could suffer from some 
trade discrimination and British manu- 
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factures particularly could expect stiffer 
competition in Europe from Western 
Germany. Meantime, however, Britain 
with its best balance of payments situa- 
tion since World War II and now the 
greater currency freedom, is enjoying a 
new optimism. Many overseas observers 
feel confident that with this new strength 
behind it Britain will be able to nego- 
tiate favourably with the Common Mar- 
ket. 


But how does this leave Australia? 
Generally the latest European moves do 
nothing to help us. We are “outside” 
and this is not going to be any help in 
our policies toward a lessening of de- 
pendence on Britain and greater exploita- 
tion of Europe. In fact the immediate 
prospect is for a loss estimated at around 
£40 million from the present £200 million 
a year trade with Common Market 
countries. 


The devaluation of the franc raises 
immediate problems. This could re- 
strict trade with France by making Aus- 
tralian goods more costly in that country. 


Looking well ahead, Europe’s plan to 
lift itself above its present situation might 
bring it new prosperity and by so doing 
create new and enlarged markets for 
outside countries. But, for the time 
being, the moves do little to help Aus- 
tralia. We are a producer country, a 
producer of raw materials, and the pre- 
sent markets for almost all commodities 
are at a low ebb. This is one very big 
factor in the new-found prosperity of 
Britain, a consumer of raw materials. 
The commodity markets, upon which our 
prosperity depends, now appear to have 
reached their worst levels but not even 
the most optimistic are anticipating any 
material improvements in the short term. 
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NE point to come out of the Euro- 

pean developments is the possible 
reaction of the United States. Here is 
one angle which is being investigated by 
the Australian Government. It was re- 
ported soon after the news of the cur- 
rency moves that the Minister for Trade, 
Mr. J. McEwan, had warned other Minis- 
ters that without any counter move by 
the United States Australia’s export 
cheque could be cut drastically. 


There are hopes that the United States 
might respond to the European moves 
by making some concessions of its own. 
One thought is that U.S. import restric- 
tions on lead and zinc might be with- 
drawn. However, the price of such a 
concession could be U.S. insistence on 
a world market stabilisation pact. For 
Australia, this could be unacceptable, 
for it would inevitably involve curbs on 
production. It is a plan which might 
be considered by the established Broken 
Hill mines but which would upset the 
plans of the rapidly developing mine at 
Mount Isa. 


On the general question of more US. 
trade freedoms, however, there may be 
grounds for mixing a little caution with 
the hope. The USS. is traditionally a 
protectionist country and even now, at 
this early stage while some in the coun- 
try are applauding Europe’s new cur- 
rency freedoms, others are expressing 
fears of increasing competition from 
Europe’s manufacturers. 


In the meantime, however, Australia’s 
energetic Department of Trade is plan- 
ning our first Government-sponsored 
trade mission to North America. The 
idea is to exploit opportunities on the 
Pacific coast of the U.S. and Canada, 
and Hawaii where it is believed that 
cost structures in manufacturing and 
transportation were moving against 
American suppliers on the American 
East Coast. American West Coast busi- 
nessmen were now looking towards Aus- 
tralian suppliers for the first time. 
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GAINST this background of an un- 
certain external trading position the 
share markets opened on a firm note, 
adding a little to the strong price rises 
which characterised 1958’s trading. 


However, there are signs that prices 
may have become just a little too buoy- 
ant and yields on today’s markets just 
a little too low. The unit trusts, which 
must offer the public a reasonable return 
on its investment to be successful, are 
beginning to show the strain. Some are 
concentrating on what might be called 
the second line of stocks, and neglecting 
some of the big company names, which 
hitherto have been a feature of trust 
advertising, in order to maintain an at- 
tractive overall return on unit-holders’ 
money. 

Now, as a further development of the 
situation, the biggest trust group has 
come forward with a “balance fund”. 
The idea here is to move into the fixed- 
interest type securities and to balance 
unit-holders’ money between shares, de- 
bentures and notes. The intention is to 
take advantage of the market cycle, to 
move a suitable proportion of the fund 
into fixed interest securities when share 
prices are high and vice versa. And, 
incidentally, by buying fixed interest 
securities instead of shares at times like 
the present, to maintain a reasonable 
rate of return on the total investment. 


From the point of view of potential 
investors in unit trusts the new develop- 
ment puts a greater emphasis on trust 
management, it is a far cry from the days 
of the “fixed” trust when the share port- 
folio was stated initially and, for the 
most part, adhered to during the life of 
the trust. But from the more general 


point of view the new trust sounded a 
warning—here was a professional inves- 
tor apparently giving an opinion that 
shares had tended to price themselves 
out of reach. 
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Australian Society 
of Accountants 
NEW SOUTH WALES 


Election of Branch Councillors and Auditors 


Under Rules 7 and 13 for the government 
of branches, the following branch councillors 
and auditors retire at the next annual general 
meeting and are eligible for re-election:— 


Broken Hill Branch—Councillors: Messrs. 
A. D. Hoskins and M. A. Watson; Auditor: 
Mr. W. Paviour. (Mr. M. A. Watson does 
not offer himself for re-election). 


Canberra Branch— Councillors: Messrs. 
R. R. Gray, N. R. Lancaster, T. M. Owen; 
Auditor: Mr. W. J. Parker. 


Newcastle Branch—Councillors: Messrs. B. 
T. Colditz, D. G. McDougall, J. C. Mead, 
H. H. Walls; Auditor: Mr. A. D. Brigden. 


Wollongong Branch—Councillors: Messrs. 
F. J. Cornally and B. F. Waldrom; Auditor: 
Mr. A. P. Fleming. 


Members’ Luncheon 


A most informative and amusing address 
was given by Mr. Pat Lee, at the luncheon 
at the Trocadero on 12 November. His address 
was illustrated with a large number of slides 
showing the activities of the New Zealand, 
British, and American expeditions to Ant- 
arctica. 

A vote of thanks to the speaker was moved 
by Mr. C. M. Orr and carried enthusiastically 
by the 270 members present. 


Personal 


Mr. Walter Scott, F.A.S.A., of Sydney, gov- 
erning director of W. D. Scott & Co. Pty. Ltd., 
was elected president of the world’s leading 
management group, Comite Internationale de 
rOrganisation Scientifique (the International 
Committee of Scientific Management). 


Mr. Scott, who is at present on a world 
tour, was elected to the top post at a con- 
ference in White Sulphur Springs, West Vir- 
ginia, U.S. He is a past president of the Aus- 
tralian Institute of Management, vice-presi- 
dent of the Decimal Currency Council, and 
chairman of the Industrial Design Council of 
Australia. 

Mr. C. Montague Orr, B.Ec., F.A.S.A., a 
member of the Divisional Council has _ re- 
signed as New South Wales manager of Mac- 
Robertson Pty. Ltd., to take up private prac- 
tice. 

Mr. V. N. Hugh, Dip. Com. (Sydney), 
A.A.S.A., F.C.LS., secretary of the City of 
Newcastle Gas and Coke Company Ltd., has 
been appointed acting general manager and 
a of that company as from January 1, 


The Australian Accountant, January, 1959 


NEWS AND NOTES 


Messrs. E. S. Wolfenden & Co., advise that 
they have opened a Melbourne office at 540 
Little Collins Street, Melbourne. Telephone 
No. MU 4493. The manager is Mr. E. C. 
Titterton, who has been their audit manager 
in Sydney for some time. 


Mr. A. M. Oliver, A.A.S.A., who was in 
public practice in Hay, N.S.W., for over 30 
years, has sold his practice and is now resi- 
dent in Sydney. 


NEWCASTLE BRANCH 
Personal 


Mr. K. M. Clark, A.A.S.A., has been elected 
to fill the vacancy on the branch council 
caused by the resignation of Mr. R. G. Fur- 
ness. Mr. Furness found it necessary to resign 
from the council owing to ill-health. He had 
been a branch councillor for more than four 
years. 





Public Accountants Registration 
Board of N.S.W. 


The Public Accountants Registration Board 
of New South Wales has advised that the 
Public Accountants Registration Act has been 
amended in relation to the conduct of examina- 
tions, the disciplinary powers of the Board and 
the signing of documents by registered public 
accountants. 

The Board may now accept examinations 
passed prior to December, 1958, with an ap- 
proved institute where the Board is satisfied 
that such examinations were of a standard 
equivalent to its own. After December, 1958, 
persons desirous of qualifying with the Board 
must pass its examinations. To facilitate the 
compliance with this requirement the Board 
has entered into arrangements with the Insti- 
tute of Chartered Accountants and the Aus- 
tralian Society of Accountants for the conduct 
of a joint examination system with each of 
those bodies. 

The powers of discipline of the Board have 
been extended so that action may now be taken 
against a registered public accountant where 
he has been found guilty of prescribed forms 
of misconduct in his capacity as a public 
accountant or a registered tax agent and in 
other instances where specified misdemeanours 
have been committed whether or not in his 
professional capacity. 


The Act now requires that where a regis- 
tered public accountant signs any certificate 
or report upon any account, statement or re- 
turn in his capacity as auditor of any company 
under the Companies Act of New South Wales 
or as auditor of any accounts required by 
specified Acts to be audited he shall add after 
his signature the words “Registered under the 
Public Accountants Registration Act, 1945, 
as amended.” 
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QUEENSLAND 
November Activity 


On 27 November the concluding meeting 
of the series conducted by the public speaking 
group was held in conjunction with the usual 
monthly activity of the education committee 
at the Teachers’ Conference Hall, Elizabeth 
Street, Brisbane. 


Two speakers from each of the three sub- 
groups were selected to give a short address 

n “The Most Important Event of This Cen- 
tury”. The speakers were Messrs. F. G. An- 
drews, J. W. Donovan, G. A. Hale, L. J. Lit- 
zow, G. W. Rogerson and S. G. Wood. The 
evening proved very entertaining. The benefit 
gained by members who attended the training 
course was evident from their improvement 
in preparation of subject matter, delivery of 
text and self-confidence. 

Before the meeting Messrs. E. R. Kennedy, 
R. F. Byrnes, and J. T. Johnston who were 
guest speakers earlier in the series were enter- 
tained at dinner at the Criterion Hotel by the 
chairman and members of the education com- 
mittee. 


Lecturer in Accountancy, University of 

Queensland 

On 11 December the Vice-Chancellor of the 
University of Queensland, Mr. J. D. Story, 
announced the appointment of Mr. R. S. 
Gynther, F.A.S.A., F.C.A.A., as the first senior 
lecturer in accountancy at the University of 
Queensland. Since November 1953, Mr. Gyn- 
ther has been the Queensland secretary of 
Claude Neon Ltd. He served four-and-a-half 
years with the C.M.F. and A.I.F. during the 
last war and has for the past five years been 
a part-time lecturer in accountancy at the 
State Commercial High School and College 
in Brisbane. 

Mr. Gynther is a member of the Council 
and Research Committee of the Queensland 
Division of the Australasian Institute of Cost 
Accountants. 

The Australian Society of Accountants has 
invited Mr. Gynther to visit southern States 
to confer with accountancy professors and 
senior lecturers at various Universities. 











NEW SOUTH WALES LAND TAX 


The New South Wales Land Tax Com- 
missioner advises that valuations have been 
issued to the following shires and municipali- 
ties and will become effective for Land Tax 
purposes for the 1958/59 Land Tax year: 


Effective Date 


Council Riding or Ward of Valuation 
Carrathool ny! at 1/5/58 
Gundarimba a 17/10/58 
Ku-ring-gai ‘Gordon’ *" 15/10/58 
Stroud > 14/10/58 








VICTORIA 


Mt. Eliza Convention 

Our apologies are tendered to Mr. J. O. 
Wilks, F.A.S.A., L.C.A., whose name was 
inadventently omitted from the list of speakers 
in the report on the Convention published in 
the December issue. 

Mr. Wilks is managing director of National 
Radiators Ltd. and he was the speaker at the 
third technical session when he took as his 
subject a case history of the financial de- 
velopment of his company over the past ten 
years. His practical analysis of the measures 
taken to ensure the successful progress of his 
company proved of great interest and value 
to the members present and later his remarks 
provided plenty of scope for syndicate dis- 
cussion. 

Disciplinary Committee 

We have been advised by the Victorian State 
Registrar that at a meeting of the Disciplinary 
Committee it was found that a case against 
a member brought to the notice of the Society 
by the Law Institute of Victoria had been sus- 
tained and as a penalty his membership was 
declared forfeit. The complaint was that the 
member had signed an audit report regarding 
the trust accounts of a solicitor knowing it to 


be untrue. 
TASMANIA 
North-West Coast Group 


The annual dinner of the Tasmanian North- 
West Coast Group of the Australian Society 
of Accountants was held at Ulverstone on 
3 December. The 40 members present in- 
cluded the State President (Mr. J. G. Cooper). 

At the meeting which followed, members 
were addressed by Mr. H. W. Filleul, cost 
accountant of Associated Pulp & Paper Mills 
Ltd., on the subject “Preparation and Use of 
A.P.P.M. Budget”. 


WESTERN AUSTRALIA 


Members’ Luncheon 

The final luncheon of the Western Australian 
Division for 1958 was well attended and 
everyone enjoyed Professor R. G. Cameron's 
fund of humorous stories collected during his 
travels in different parts of the world. 


- 


Australasian Institute of 
Cost Accountants 
VICTORIA 


Questionnaire to Members 


All members will have received by now 4 
card asking for up-to-date information for 
the Institute’s records. It is proposed to issue 
a supplement to the Division’s annual report, 
which will list members’ names with the names 
of each member’s employers and the position 
held. 
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Members are urged to fill in answers to the 
two questions shown on the card. Your 
Divisional Council cannot stress too strongly 
its desire to have more members participating 
in the work of the Institute. By so doing 
members will gain in knowledge and status 
and will have the opportunity to help others 
in the profession. 


The past year saw greatly increased activity 
by your Council. The scope of activities avail- 
able to members has been extended and for 
the first time ever in Australia a cost con- 
vention was held. The success which attended 
this convention has given the Council en- 
couragement . plan for two similar activities 
in 1959—the Tasmanian Convention and the 
Second Annual Convention at Mt. Eliza. 


Christmas Luncheon 


This annual social function marked the close 
of a most successful year. Members met to- 
gether in happy mood and listened with in- 
terest and obvious enjoyment to Mr. V. L. 
Solomon speak on his world tour under the 
title, “It's a Weird World”. 


Research Committee 


The first meeting of the research group to 
study what Australian companies are doing 
in relation to cost reporting to the lower levels 
of management considered a draft question- 
naire to companies. This research project 
promises to disclose new material in better 
reporting to foremen and otHer executives and 
any member wishing to join in the discussions 
is asked to contact the State Registrar. 


Activities for 1959 


The programme of activities for the first 
half of 1959 should be in members’ hands by 
the end of January. Members are asked to 
indicate activities of interest to them so that 
the planning for each event can be facilitated. 
The Council is indeed pleased by the large 
number of replies received from members in 
response to the activities brochures. 


Tasmanian Convention 


Further details of this April Convention 
under the theme “What Management requires 
of its Cost Accountant” are set out separately 
in this issue. Of particular interest to main- 
land members will be the facilities available 
for accommodation for families at Eaglehawk 
Neck. The programme promises so well that 
members should register early if they are 
coming from the mainland so that they can 
be assured of accommodation. 


Second Annual Convention 


Members will be interested to hear that Sir 
Douglas Copland will be the opening speaker 
at the Mt. Eliza Convention. Remember the 
1959. 


dates—13 to 15 May, 
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Motor Industry Discussion Group 
The next meeting of 


industry 
group will be held on 25 February when dis- 


the motor 


cussions will commence on a review of the 
published accounts of companies in the motor 
industry. The motor industry is playing an 
ever-increasingly important part in the national 


economy and the findings from these dis- 
cussions will be of great interest to all in- 
dustries. 


QUEENSLAND 


Members’ Luncheon 


At the final members’ luncheon for the year, 
Mr. R. S. Gynther, F.C.A.A., led the discus- 
sion on “Special Cost Studies”. The discussion 
covered investigations into particular aspects 
of an organisation from the cost point of view 
for the purpose of revealing information for 
management decisions. 


The opportunity was taken at this luncheon, 
for Mr. N. F. Morris, Queensland Vice-Presi- 
dent of the Institute to present certificates to 
several members recently admitted to the 
Institute. 

An informal function covering cocktails and 
dinner to enable the State President and mem- 
bers of the Divisional Council to exchange 
Christmas greetings in person with members 
was held at the Criterion Hotel, George Street, 
Brisbane, on 9 December. 








+ 

Australian Accountants’ 

Students’ Society 
QUEENSLAND 


First Annual Meeting 


The first annual meeting of the Australian 
Accountants’ Students’ Society (Queensland 
Division) at which over 50 members attended, 
was held in the Oddfellows Hall, Charlotte 
Street, Brisbane on 27 November. The formal 
business of the evening was followed by an 
address to members by the Queensland State 
President of the Australian Society of Account- 
ants, Mr. W. T. Reid. He congratulated the 
committee on a successful year of activity and 
commended Messrs. R. W. Smalley and J. T. 
Catton (Divisional Council delegates) for the 
assistance they had rendered to the committee 
during the year. 

A mock company meeting was then staged 
by the committee. The script had been devel- 
oped from the material supplied by the 
Students’ Society of the Victorian Division 
after adjustment to the requirements of the 
Queensland Act. A copy of the notice of 
meeting and accounts of the mock company 
had previously been distributed to those mem- 
bers attending the meeting. The mock meeting 
was followed by discussion led by Messrs. 
J. T. Catton and G. F. Robbins 
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REGISTER OF MEMBERS 


Listing the names of members of the Aus- 
tralian Society of Accountants and of The 
Australasian Institute of Cost Accountants who 
have been advanced recently in status with 
the names of new members and those whose 
names for various reasons have been removed 
from the registers. 


Australian Society of Accountants 
VICTORIA 


Provisional Associate: Ryan, P. F. 


Associates: Avis, F. R.; Bellis, T. G. (Miss); 
Bray, L. D. C.; Champ, J. W. K.; Corrigan, 
W. L.; Dixon, E. A.; Fordham, B. E.; Giles, 
H. R. J.; Grimes, G. R.; Harding, R. E.; 
Hogan, J. F.; Ironside, W. H.; Johnson, S.; 
Jones, H. P.; Macdonald, R. K.; Molan, J. L.; 
Moody, K. 'D.:; Murtagh, J. W.; McCauley, 
a McCoy, L. L.; McCready, C. V.; 
Nicholls, K. A.; Priestley, A.; Pryor, V. V.; 
Purcell, T. (Mrs.); Reynolds, W. S. deL.; 
Ridley, H. M.; Smith, R. J.; Sutherland, F. 
K. C.; Wallace-Mitchell, M. 


Admitted as Fellow: Allard, G. L.; White- 
lock, N. R. 

Advanced to Associate: Tryster, G. G. 

Removed from Register—Deceased: Ander- 
son, G. S.; Arthur, V. C.; Lawry, G. B. N.; 
Lloyd, R. O.; Potter, A. E. 


NEW SOUTH WALES 


Provisional Associates: Ekspeders, A. A.; 
Martyn, G. M.; Thorn, W. D.; Travers, B. J.; 
Tyerman, G. E. 

Associates: Dunne, D. J. O.; Hakim, D.; 
Jones, E. W.; Nicholson, B. F.; Richards, J. C. 
(Mrs.); Welsby, S. G. 


Admitted as Fellows: 
A. G 


Advanced to Associate: Ford, D. M.; Jen- 
kins, J. B.; Marks, H. R.; Miles, K. C. 

Advanced to Fellow: Hales, L. N.; Johnston, 
B. S.; Moller, H. C.; Walsh, R. G. 

Removed from Register—Deceased: Der- 
mont, A. C.; Needham, F. C.; Ryan, C. D.; 
Speight, F.; Stapleton, H. E. Resigned: An- 
drews, C. B.; Crawley, J. M. (Mrs.); Davis, 
E. G.; Heath, G. H.; Hoffmans, R. F.; Mc- 
Cubben, i eS. Roper. B. L. (Mrs.); Smith, 
J. S.; Whittell, D. H. 


Bock, F. C.; Milne, 


QUEENSLAND 
Herschel, E. T.; Smith, P. P.; 


Associates: 
Sue See, A 


Advanced to Associate: Teh, Y. W. 
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WESTERN AUSTRALIA 


Associates: Boyd, C. M.; Brandy, L. J. 
Cross, E. G.; Gordon, E. T.; Hanson, J. C.; 
Lindsey, B. W. A.; McCarter, G. R.; Palmer, 
C. G.; Risbey, A. C.; Towning, F.; Trefry, 
G. F 


Advanced to Fellow: Henneveld, J. 


Removed from Register—Resigned: Adkins, 
H. R. C.; Colson, P. J.; Day, L. A.; Glover, 
J. 


SOUTH AUSTRALIA 


Associates: Caller, B. F.; Cobiac, L. W. 
Advanced to Associate: Dixon, J.; Hajek, 


E, J. 

Advanced to Fellow: Burfield, C. C.; Jef- 
fery, G. H. P.; Martin, J. A.; Packham, K. W.; 
Pearson, H. J. S.; Walker, H. F. 

Removed from Register—Deceased: Farrar, 


P. G. Resigned: Trickett, A. 


TASMANIA 


Associate: Cretan, N. 

Advanced to Associate: 

Advanced to Fellow: 
Clark, J. G. 


Cleland, K. N. 
Braithwaite, J. E,; 


OVERSEAS 


Associates: Cheah, H. T.; Chow, H.; Fong, 
Y. S.; Kam, K. C.; Leung, W. T.; Yoong, 
GS. 

Advanced to Associate: Chiu, T. M.; Chow, 
S. H.; Irving, M. G.; Lim, L. H.; Ng, K. L. 

Advanced to Fellow: Cruise, J.; Brown, 
H. J. 


+ 


The Australasian Institute of Cost 
Accountants 


VICTORIA 


Associate: Watson, G. S. 

Advanced to Associate: Maguire, C. S. G,; 
Mohr, L. H. 

Removed from Register—Resigned: Craw- 
ford-Fish, G. N. 


QUEENSLAND 


Provisional Associates: Lynch, W. J, 


Manion, J. A. 
WESTERN AUSTRALIA 


Provisional Associate: Adams, C. G. 

Associates: Armstrong, F.; Horner, R. C5 
Somes, B. K. 

Advanced to Associate: Jarman, H. H. 
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